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THURSDAY, SEPTEMBER 5, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON EXECUTIVE AND 
LEGISLATIVE REORGANIZATION, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Paris, France. 

The subcommittee met at 10 a. m., American Embassy, Paris, 
France, Dante B. Fascell (acting chairman) presiding. 

Present: Representatives Harden, Michel, and May. 

Also present: Christine Ray Davis, staff director ; Orville S. 
Poland, general counsel; Orville J. Montgomery, associate counsel ; 
John W. McGarry, assistant counsel; John R. Buckley, staff member; 
and John P. Carlson, minority counsel. 

Mr. Fasceti. The meeting will come to order. 

This is the Subcommittee on Executive and Legislative Reorganiza- 
tion, of the House Committee on Government Operations. 

Our primary purpose is to discuss, inquire, and determine the oper- 
ations of the European branch of the General Accounting Office and 
such activities that they may have participated in since the establish- 
ment of that branch. 

The subcommittee recognizes that this is a very broad area covering 
many years of difficult work. We also recognize the fact, from pre- 
liminary staff work, that there are areas of this work which certainly 
need the attention of Congress. It is for that purpose that the sub- 
committee is here today in Paris and intends to make visits to branch 
offices, where necessary or desirable. 

I might say at the outset that we appreciate very much the great 
courtesy that has been shown to all members of the sube ommittee and 
the staff, particularly during the time that the staff was here before 
the subcommittee arrived. We appreciate the hospitality that has 
been extended to us. Our stay has certainly been a very pleasant one. 
In fact, it has gone so far that even the weather has turned out very 
nicely and we appreciate that, too. 

Mrs. Harden is the senior member on the minority side. 

Do you have any remarks that you would like to make at this point ? 

Mrs. Harven. Thank you, Mr. Chairman. 

I think you made a very fine statement and I certainly concur in all 
that you said and wish to take this opportunity to express my appre- 
ciation to Mr. Blair and his staff and to all of the people here in Paris 
who have contributed in making our stay a pleasant one. 

Thank you. 
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Mr. Fasceii. We will ask Mr. Blair to join us at this point. 
Do you have a prepared statement, Mr. Blair, or would you like to 
proceed otherwise ? 


STATEMENT OF SMITH BLAIR, JR., DIRECTOR, EUROPEAN BRANCH, 
GENERAL ACCOUNTING OFFICE 


Mr. Buarr. Mr. Chairman, I do not have a prepared statement but 
I would like to make a few introductory remarks. 

As the personal representative of the Comptroller General, it is my 
pleasure to welcome you on his behalf to Europe and to offer such 
assistance as you may require in your survey and your work in 
Europe. I want to welcome you personally on behalf of the Euro- 
pean Branch and our staff members. 

Mr. Chairman, I would like you to know that it has been most 
gratifying to work with your staff members. They have had a very 
difficult task and I think Mr. Poland established a record over here 
of 3 days and nights without sleep when he developed data for the 
subcommittee. Mr. Montgomery has been of particular help. As 
you know, he was the former Chief Counsel for the toed It 
has certainly been a pleasure to work with Mrs. Davis, Mr. Carlson, 
and Mr. McGarry. 

It may now prove helpful to briefly describe to you the operation 
of the Branch. As you may know, it was established 5 years ago 
as a result of a survey made by the Office of European Operations of 
the executive agencies together with the interest of the Congress in 
establishing an ‘office of the General Accounting Office in Europe for 
the purpose of surveying public expenditures. 

Members of the Government Operations Committee and the House 
Appropriations Committee were particularly anxious to get the Gen- 
eral Accounting Office established in Europe. 

For that reason, also, it is a particular pleasure to work with your 
subcommittee. 

You may want to develop information on our operations through 
specific questions, but I would like to introduce the principal staff 
members first. 

Mr. Rosenberger, our Assistant Director, is responsible for the 
coordination of our audit, accounting, and investigative work. 

Mr. Conrardy, supervising auditor, is our program supervisor for 
foreign aid programs, both military and economic. More recently 
he has been given responsibility for the supply program in the Army 
area. 

Mr. Louis Hunter is our program supervisor for procurement 
activities across the board, for construction programs, and more re- 
cently has been given responsibility for supply programs in the Air 
Force area. 

Mr. Coons is our Chief Counsel. 

Mr. Socolar of our legal staff assisted in the preparation of the 
no-profit report that you are most interested in. 

Mr. Donald Dawson is our chief investigator and then we have 
Mr. Wootton who has just recently arrived. He is our program super- 
visor for our systems dev elopment work as required by the Account- 
ing and Auditing Act of 1950. 
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Mr. Taillon, our program supervisor for the Spanish base and other 
construction programs, is now in Madrid on temporary duty. 

We welcome any questions, Mr. Chairman. 

There is one other point that I might bring out as a procedural mat- 
ter as discussed over the phone with you, which was also a problem for 
the preceding committee. That was the problem of classified in- 
formation. 

I would like to point out that our office does not originate any classi- 
fied information but is the recipient or developer of classified facts 
from the executive agencies, military and civilian. We do, of course, 
have access to, and report on, classified information. By statute and 
by Executive order, as well as by the Comptroller General’s order, we 
have to recognize the agencies’ classification whether we agree with 
it or not. It is not within our purview to determine the proper classi- 
fication imposed upon that information. The General Accounting 
Office does not have the authority to declassify data classified by the 
originating agency. That authority falls upon the head of the origi- 
nating agency. 

I might suggest for your consideration that when we do get into 
classified areas, it may facilitate the handling of your transcript if 
the reporter were to start another tape and put the classified material 
to one side. Mr. Montgomery can give you specifics on the problem 
we had previously in that respect. 

Mr. Fascett. Thank you, Mr. Blair. 

First, let me ask some general questions regarding organization and 
operations before we get into detailed things. 

How many field stations do you have? 

Mr. Buar. Five field stations. 

Mr. Fascett. Where are they located ? 

Mr. Buatr. We have a field station in Paris, one in London, one in 
Frankfurt, one in Madrid, and one in Rome. 

Incidentally, our responsibility covers not only Europe but the 
Near East and North Africa. We cover the Near East and North 
Africa primarily with staff members from Paris. Again it depends 
on the workload and where the men are available. 

Mr. Fascett. How many countries is this branch responsible for? 

Mr. Rosenpercer. About 30. 

Mr. Fasceti. What is the size of your personnel group ? 

Mr. Buatr. We have an authorized staff of 64, but as of September 3 
we had 52 on board. Our staff consists of auditors, investigators, 
systems accountants, and lawyers. 

Mr. Fasceti. What is the area of responsibility, operationwise, for 
the branch ? 

Mr. Buarr. We are charged with the responsibility of carrying out 
all of the auditing, accounting, investigating, and legal responsibili- 
ties imposed by statute on the Comptroller General in the European 
countries, Near Eastern countries, and North Africa. We cover not 
only the military departments, but the civilian departments, also. You 
might say we cover the board. There is no exception to the responsi- 
bility imposed upon the European Branch or upon the office as a whole. 

Mr. Fascett. In other words, to get specific, the expenditures made 
by this Embassy—where we are meeting now—would be a field for 
your staff? 

Mr. Bratr. That is right. 
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Mr, Fascety. All military expenditures and all State Department 
expeditures ? 

Mr. Buarr. That is right. 

Mr. Fasceti. How about Public Law 480 money ? 

Mr. Buair. That too. 

Mr. Fascett. Is that within your purview, too? 

Mr. Buarr. That is right. 

Mr. Fascexz. It is just as broad as it is for the main office ? 

Mr. Bram. Yes, sir. The Budget and Accounting Act of 1921 
imposed upon the Office the responsibility for investigating all mat- 
ters relating to the receipt, disbursement, and application of public 
funds, both at the seat of government and elsewhere. That statute 
applies to us here. There are certain technical functions that we do 
not carry out. We do not carry out the claims function, for instance. 
We do not carry out a transportation audit. That is carried out 
strictly at home. We do not conduct site audits in the sense that we 
take exception to payments by the disbursing officer. We make rec- 
ommendations to our home office and the home office is the one that 
takes over that responsibility. However, we develop the facts for 
them. 

Mr. Fasceti. As we go on, I trust that any member of the subcom- 
mittee who has any questions will speak right up, and the same goes 
for the staff. Let us not pass a point where you might be interested 
and then have to come back to it later. Let us do this questioning 
as we move along. 

What is the relationship between personnel and workload in your 
branch? Is it good, bad, indifferent, or otherwise ? 

Mr. Buatr. Mr. Fascell, the policy that I have followed is not to 
ask for more people than we need. We have more work per staff 
member than we can handle with ease. We could have a larger staff 
but I feel that we can do a most effective job with the size staff that 
we have. Basically, our workload is dependent upon the staff that 
we have. We do not conduct an examination in Europe as it is 
done in certain instances Stateside where an exhaustive or compre- 
hensive type audit is performed in the sense that all of an agency’s 
operations and activities are examined. I would like to point out 
that the average grade of employees in the branch isa 12. We have 
a highly professional staff. Fourteen are C. P. A.’s. We have 10 
who have been admitted to the bar, and three-quarters of our staff 
is made up of college graduates. We take what I would say is a 
high level approach to all of the problems here. For that reason we— 
the European Branch—have had to be selective in our work and I 
feel that that operates to the best advantage of our office and to the 
Congress. 

Mr. Fasceiy. Let me see if I understand. You are telling us that 
you are able to keep up with all of your work although this puts a 
burden on your staff? 

Mr. Buarr. That is right, sir. 

Mr. Fascety. You really could use more people but you would 

rather be more selective than have quantity ? 

Mr. Buatr. That is right. I think we have quality and I think it 
operates to the advantage of the office and the Congress that we in the 
European branch continue to devote our efforts to the major areas. We 
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do not make exhaustive studies of all operations of an agency and you 
will find that we have not examined and audited every agency over 
here. That is because we do not have the staff and I do not recommend 
that we bring a staff over here to examine every agency’s complete 
activities because I feel that our efforts should be limited to the most 
significant areas. 

Mr. Fasceii. That raises a question, Mr. Blair, as to whether or not 
comprehensive audit of every agency is a desirable thing, or necessary. 
In other words, you say you are not doing it now and that is the best 
way todo it? 

Mr. Buatr. In my opinion in the sense that the European branch 
should not examine al! the operations of every agency in all of their 
aspects. 

Mr. Fasceixi. In your opinion. I cannot see why—we nonprofes- 
fessional people will not argue with you—but it does raise a question. 
Is it possible to give us a for instance? That is, what would you be 
required to have vif you were to undertake a comprehensive audit of 
every outfit, as most of us think is being done? What would it take in 
the way of staff ? 

Mr. Buatr. I would estimate, offhand, that we would require a staff 
of approximately 125 or 150. That is the minimum requirement. As 
I say, we operate with gr ade 12 as the average grade for the staff. 
When I s: iy “average grade,” I take in the stenographic help that re- 
ceives grades 5 and 7. 

Mrs. Harpen. Mr. Blair, I understood you to say that the total 
number on your staff was 64. Is that correct ¢ 

Mr. Buatr. That is the authorized positions. We have 64 positions 
authorized. We can fill, as of the first of the month, 64 positions. We 
had 52 on board then. In other words, we have a requirement for an 
additional 12 men. In other words, we have vacancies in our staff here 
that number 12 people. 

Mrs. Harper. How many women do you have on your staff? 

Mr. Buatr. We have 5 who serve in secretarial positions in Paris 
and 4 at the other stations. 

Mr. Micuet. Vacancies for what positions ? 

Mr. Biatr. One secretarial position and 11 audit positions. We have 
a vacancy in Madrid, for instance. We have a vacancy in Frankfurt 
and the others are here in Paris. 

Mr. Fascetn. Mr. Blair, is there any anticipated difficulty, person- 
nel-wise or work-wise, with your program supervisor for systems de- 
velopment in view of the law we passed last year in putting everybody 
on an accrual basis ? 

Mr. Buair. Mr. Wootton, would you care to answer that question ? 

Mr. Woorron. I will make an effort, Mr. Chairman. 

I have only been aboard 2 days. 

Mr. Fasceix. That is a good enough answer. We will come back 
and talk to you later. 

Mr. Woorron. I do not mean to pass that over lightly, sir. The 
former systems adviser carried on a very strong effort in carrying out 
the responsibilities assigned to the ¢ ‘omptroller General in the ac- 
counting area. As to the degree that he went into accrual account- 
ing under the law that you mentioned, I am not too sure. There may 
be other staff members here who could add to it. 


98996— 58—_—_2 
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Mr. Buatr. We have not gotten into that area. The reason I called 
on him is that we were discussing this problem the other evening, the 
problems involved in that particular system. We do not know the 
extent of our problems in that area here in Europe. 

Mr. Fascexx. I am sure that the subcommittee understands that if 
you run into difficulty that the home office knows about it and then 
we will know about it next. 

What is the total number of reports that have come out of this 
branch since it was organized ? 

Mr. Buatr. We have broken out se hedules, Mr. Chairman, on re- 
ports issued by the branch from July 1, 1955, to date. 

Then we prepared a schedule of reports issued by the branch from 
its inception to date. We have not recapitulated those figures. We 
can supply it for the record later if you wish. 

Mr. Fascetu. It is over 100% 

Mr. Rosensercer. It is 187 plus 75 plus 200, That is, investiga- 
tions, audits, and systems in tots al. 

Mr. Briar. 462 reports. 

Mr. Fasceti. I am not sure that I know the difference between a 
report, survey, investigation, audit, and comprehensive audit. Let 
us get the record straight on that. 

Mr. Buarr. 462 reports. When I say “report” I mean investigative 
or audit actions that have been reduced to a piece of paper. We have 
submitted a memorandum, a letter, or a formal report such as this 
issued by the Washington office [indicating]. In other words, 462 
examinations that we conducted. If it was such that it did not war- 
rant the dignity of a report of this kind, we submitted a letter report. 
I do not want you to get the idea that these 462 reports were of this 
formal kind [indicating]. 

We have submitted a written statement or report on matters that we 
have looked into in 462 instances. 

Let me inquire. Does this also include matters that we have closed 
locally ? 

Mr. Rosenpercer. No. 

Mr. Buatr. In addition, we have handled 72 matters locally. There 
should be a list of those in this material that your staff requested. We 
have not referred these to Washington for the reason that the investi- 
gation of the facts failed to substantiate the initial allegation so that 
no further action was required. The audit action resulted in correc- 
tive action being taken locally. It was not of sufficient importance to 
report to Washington. Then there are other matters. We are con- 
tinually receiving information from informants and people in the 
military or civilian agencies, who for one reason or other, are not 
satisfied with the way the Department is operating. We receive that 
information and act on it when time permits, if the allegation is sub- 
stantive or specific enough. 

Mr. Fasceii. Let me see if we have in the record now the difference 
between a survey and an investigation. 

Mr. Buatr. That would get into technical diffierences. 

Mr. Fascetx. I do not want to extend it too much, but we would 
like to get an idea of what you are talking about so that we are in the 
same general frame of reference here. 

Mr. Brat. A sur vey would be the term you would apply to an 
examination we would make, let us say, in the supply area. We go 
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down to a supply depot and make a preliminary survey of their supply 
operations to determine the extent of a proposed audit examination. 

Mr. Fasceti. You take a look at it ? 

Mr. Buair. Then we decide which area needs developing; which 
area looks all right, and how many men to put on this job. An 
examination of the agency audit report may show that certain areas 
are under control. We make this survey that can serve two purposes. 
First, to determine the area that requires further development; second, 
a survey, such as we did in the military assistance program which was 
an eXamination or survey across the board in several countries here 
and which was part of a worldwide survey conducted by the office 
resulting in the release of this overall report. 

Mr. Fascetz. You call this a survey, this report on the military 
assistance program worldwide. That is a survey and yet it is re- 
duced to writing ? 

Mr. Buatr. Yes. 

Mr. Fasceti. Itisareport. A survey isa report? 

Mr. Buatr. Yes. 

Mr. Fascett. A survey has elements of investigation in it? 

Mr. Buatr. Absolutely. 

Mr. Fascetz. Is there a technical difference between an investiga- 
tion and a survey ¢ 

Mr. Buatr. There would be this technica] difference: The end result 
may be that they both may come out ina report. That has no signifi- 
cancetoit. The form of it has no significance. 

An investigation may arise while you are conducting your survey 
at a supply depot because of Government property which is allegedly 
being stolen. We would run that allegation down to see if there is 
sufficient substance to it and if it appears true then we refer it for 
handling to the military since they are primarily responsible for pro- 
tecting that property. 

If you run a survey of a disbursing office and in checking out their 
cash you find them short, you would then run an investigation of that 
shortage to find out if the department—do not misunderstand me, I 
am not talking about a particular case 

Mr. Fascetu. We understand that that is an example. 

Then this report of the survey in the case of the military assistance 
program is not an audit ? 

Mr. Buarr. It isan audit. 

Mr. Fascett. Not a comprehensive audit ? 

Mr. Buarr. Not a comprehensive audit in the sense preivously men- 
tioned. 

Mr. Fasceru. It isan audit? 

Mr. Buatr. Yes, sir. 

Mr. Fascety. It is asurvey and a report? 

Mr. Buatr. Yes, sir. 

Mr. Fascetx. It has elements of an examination or otherwise you 
could not make your report ? 

Mr. Buatr. Right. It can encompass all of the elements and it is 
possible that an investigative report would be issued separately from 
the survey. I cannot think offhand of any particular instance when 
that has happened. 

Mr. Fascetu. I think we have a general idea now of the technical 
differences there. We recognize that in your selective reports that 
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you turned up some problem areas and in a great many cases there 
have been corrective actions. Also, in many cases it has wound up 
by saving some money for the Government. 

This Subcommittee on Government Operations would be particu- 
larly interested in selective cases where you have had corrective action 
taken and while they were substantially handled as a matter of internal 
operations and maybe not reported to the Congress, we would also 
be interested in the record of specific instances, all of them, in which 
there were actually money savings as a result of the activity of this 
branch. If that is included in your report, fine, but if not, we would 
like to have it for the record. 

Mr. Buarr. Mr. Chairman, I would like to point out that in the 
report on the European branch 

Mr. Fascevy. The one dated May 31, 1957 ¢ 

Mr. Buarr. That is correct, exhibit K. On page 15 we report the 
collections that this office effected for fiscal year 1957. We submit a 
quarterly report to our office and it just so happens that this worked 
out nicely for the fiscal year reporting. We were actually responsible 
for deposits of miscellaneous receipts in the Treasury of $94,462. 
That is money back. Then we were instrumental in obtaining recov- 
eries of some $885,000. 

Mr. Fasceti. Where are you reading from now ? 

Mr. Buarr. Exhibit K, page 16. Itis page 74 of the report. 

We had estimated that the savings resulting from our examina- 
tions during the year amounted to some $2,854,000. I would like to 
point out that you cannot measure the work 

Mr. Fascetz. In terms of dollars recovered ? 

Mr. Buair. That is right. 

Mr. Fasceiti. We are always interested in pointing with pride to 
the operations of the policemen. 

Mr. Buatr. We are very proud of our operations. These are firm 
dollar figures. 

In addition, in our examination at Chateauroux we found that they 
did not need the supplies that they had on requisition. As a result 
Chateauroux canceled some $2.5 million requisitions. Those figures 
are not included in here. 

Mr. Fasceiyi. Those are specific savings in canceled contracts for 
stuff they do not need? It looks like you are saving money. I think 
you are being too modest in your report and maybe you ought to take 
asecond shot at it. 

Mr. Potanp. Mr. Blair, where would the savings that you reported 
in Germany on transportation costs of over $2 million be shown? 
That does not show up in here? Where would that be shown? 

I am speaking of the ones that required payment out of German 
funds that had not theretofore been done, out of the $2.75 million or 
thereabouts. 

Mr. Fascetni. May I interrupt there? 

This was a transaction where the German Government owed the 
United States money and it had not heretofore been collected; is that 
what we are talking about? 

Mr. Rosensercer. I believe Mr. Poland is speaking of the situation 
we found in MAAG Germany. The MAAG’s local expenditures are 
paid by the host government out of local currency, contributed cur- 
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rency they call it. We found $1,300,000 had been paid out in dollar 
appropriations that should have been reimbursed by the Federal Re- 
cakiin of Germany. Asa result of our examination we recovered that. 

Mr. Fascetx. That is not in this report. That is another $1,300,000 
you saved the United States Government ? 

Mr. Buair. That is right. We submit the details in what we call 
an accomplishment report to Washington. If they approve, or endorse 
our accomplishment, then we report ‘it in these figures we are looking 
at in exhibit K. 

Mrs. Harpen. How often do you submit those reports? 

Mr. Buarr. As the accomplishments are recorded. It may be that 
the examination started back in 1954 and we have kept after them. 
As a matter of fact, we sent one in the other day which was initiated 
in 1953. 

Is that in the file, Bob? 

Mr. Rosenpercer. We sent one in yesterday on procurement of spare 
parts under the offshore procurement program. 

Mr. Fasceii. Offshore procurement ? 

Mr. Rosenpercer. Yes, sir. We found that we were procuring 
about $925,000 of spare parts that were going to be excess to the require- 
ments of the countries in NATO. As a result of our examination, 
they canceled the procurement of those items and substituted, in turn, 
spare parts that they could use. 

Mr. Fasceti. That is helpful. 

Mr. Rosensercer. We did not get any money back. 

Mr. Briarr. That examination was initiated back in 1953 and was 
continually followed through. 

Mr. Fascers. You fellows did not find any buried spare parts, 
did you? 

Mr. Bratr. I understand they buried some in Germany. 

Mr. Potanp. Was the General Accounting Office responsible for that 
adjustment made in the procurement of planes where the base price 
was a price for a mixed variety of high-priced planes and low-priced 
planes and the procurement furnished only the low-priced ones, so 
that at the end you got 13 new planes to make up the difference ? 

Mr. Rosennercer. I believe you are speaking of the SA—6 and SA-7 
Sapphires in Britain. We were instrumental in that. We procured 
the engines for Britain under MDAP. The agreement was that we 
were supposed to get half of the less expensive and half of the more 
expensive engines, but we found out we only got the less expensive 
ones. 

Mr. Potanp. As a result of your investigation you got 13 new 
engines to make up the difference? 

Mr. Rosenpercer. That is right. There, again, no money came 
back to the United States. 

(A more complete statement of this case was furnished for the 
record as follows:) 


ADDITIONAL AIRCRAFT ENGINES RECEIVED 


BACKGROUND 


As part of our planned effort to review the offshore procurement actions of 
respective military procurement agencies, we undertook in the early part of 
calendar year 1956 a review of the procurement actions of the Air Materiel 
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Force, European Area, United States Air Force. This assignment was to bring 
up to date our prior review of the 1953 fiscal year procurement actions of this 
and its predecessor organization. 


FINDINGS AND CONCLUSIONS 


On June 28, 1954, the Air Force awarded contract AF-61(514)-771 to the 
British Government for the purchase of 120 Sapphire engines at a unit price 
of $74,410—total contract price, $8,929,000. The negotiation files indicated that 
it was determined that the price was reasonable because at Jeast SO of the engines 
to be delivered were the Sapphire engine SA-7 instead of the Sapphire engine 
SA-6. The SA-7 engine was estimated to cost about $11,000 more than the SA-6. 
The contract, however, gave no guaranty that any SA-7 engines were delivered. 

Our examination of this contract in April 1956 disclosed that the deliveries 
had been completed and that deliveries consisted only of SA-—6 engines. 


RECOM MENDATIONS 


We brought this to the attention of the Chief of the London Air Procurement 
District, who is responsible for administering the contracts on May 7, 1956; he 
agreed to bring the matter to the attention of the British Ministry of Supply. 


ACTION TAKEN BY AGENCY 


The Chief of the London Air Procurement District contacted the British Min- 
istry of Supply and by letter dated May 16, 1956, formally requested an expla- 
nation from the British Ministry. On June 20, 1956, the British admitted that 
the price of the SA-6 engine was only $67,281 and. agreed that, since no SA-7 en- 
gines had been delivered, the contract should be adjusted. The British offered 
to deliver 13 additional SA-6 engines at no increase in contract price. This 
adjustment was consummated in supplemental agreement No. 1 dated October 3, 
1956, to contract 771 which increased the number of engines to be supplied by 
the British from 120 to 133 at no additional cost. 


Mr. Fascett. If there is no objection, I think we ought to include 
in the record at this point the report entitled “Report on History, Or- 
ganization, and Operations of the European Branch, United States 
General Accounting Office, May 31, 1957,” with such additions as the 
European branch desires to make to this report to bring it up to date. 

(The report referred to is included in the appendix as exhibit 1.) 

Mr. Fasceti. The committee would also be particularly interested 
in bringing up to date whatever recovery reports are in the mill or 
that you think you can add to this. 

Mr. Buarr. I have some examples that I would like to call to your 
attention, Mr. Chairman. 

(The examples referred to are as follows :) 


Examples of European branch accomplishments through September 15, 1957 


Savings 

Increased billing to Germany for additional military assistance 

expenditures eligible for reimbursement from funds contributed 

by Germany toward such expenses____--------_-_-__-----~-~_- $1, 397, 662. 00 
USAREUR canceled requisitions on United States depots for 

$188,145 worth of unauthorized items erroneously ordered for a 

CCL al PRO BOR on 8 a i ie eater () 
Substitution of required military spare parts for spare parts 

being ordered under contracts to supply France that would have 

been excess to French requirements___._.__________-__--~---- 949, 189. 00 
Sale of vehicles and parts to NATO countries who have known 

need for these items rather than on-spot bid sales at lower 

I a a i a Bs psn teas 164, 667. 00 
Consolidation of Bordeaux Air Depot with operations at Chateau- 

roux Air Depot, eliminating necessity for maintaining the 

Rome’ (RRR) 5 os Seen ete sbee anaes 1, 358, 000. 00 


See footnote at end of table. 
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Examples of European branch accomplishments through September 15, 1957— 
Continued 


Savings 

Cancellation of Chateauroux Air Depot requisitions on United 

State depots, totaling $7.8 million for items erroneously ordered ; 

$5.4 million on initial review and $2.4 million on follow-up 

IN anise ese oak ences a eet ena oneatan lel gaa ede (*) 
Return of USAREUR, Quartermaster, stocks erroneously placed in 

disposal channels as excess to requirements. Also erroneous 

requisitions from United States depots canceled___.___-_--~~- $229, 000. 00 
Reduction in cost of technical supervision and inspection by archi- 

tect-engineers under lump-sum contracts related to construction 

in France. Savings resulted from closer analysis of contractor 

bid suinlesion 8 ee ee ee eee 93, 191. 00 
Charge to British Government for repair expenses which British 

had agreed to assume burden of but which had been erroneously 

charged to mutual defense assistance funds_____--___-__---_--- 220, 000. 00 
Increased interest income through desposit to time desposit rather 

than checking accounts of local currencies generated in 

ree a is estes lve rude cosine en avenge ep elapsed ete rl ae 165, 800. 00 
Price reductions in contracts with British Ministry of Supply for 

signal equipment through comparison of price lists on later con- 

tract with prices charged on prior contract____-._-__---------~ 41, 720. 00 
Reduction in contract price for Energa grenades due to erroneous 

inclusion of royalties and of taxes from which United States was 

exempt. Also, no recognition was given to most-favored-cus- 

tomar GClantess...£3.5 Ait RO ee Uh fee 125, 248. 00 
Redistribution of AS-133/APX antennas which MAAG/UK 

personnel had considered impractical due to erroneous under- 


standing as to how items were packed______-.._--_-___---_~__- 90, 427. 00 
Additional consideration for change in contract terms allowing 

packaging of ammunition in wooden rather than metal crates__ 50, 000. 00 
Reduction in cost of printing services through analysis of require- 

ments and recommendation that other suppliers be contacted__ 52, 585. 00 
Reduction in USAFE contract price through elimination of royal- 

trea‘ eboney Carne. 2 i ee eae 51, 964. 00 
Collection of taxes, from which United States was exempt, erro- 

neously included in Navy contract with Italian supplier___--~-~- 60,000. 00 
Assistance to USAFE in recovering taxes erroneously included 

in contract with Italian sappuef.... oo cep a 1538, 375. 00 


Reduction in contracts for USAFE bus hire from British con- 

tractor due to United States exemption from United Kingdom 

Samolind. : TROBE Roti os a ak ee en ee i ee ss 20, 000. 00 
Shipment of general military supplies destined for France through 

French ports rather than through German ports as was pre- 

NEOUS WOT isi eee ee Ne (*) 
Reduction in cost of heating and custodial services for leased 

building through analysis of contract terms __--_______-_ 20, 000. 00 


Recovery of proceeds of sale of POL products, SARE U R, 

erroneously deposited to a suspense account______--______- zs 13, 368. 00 
Cancellation by USAFE of a requisition for a $195,000 rock cr ush- 

ing and screening plant not required in United Kingdom_____-~- (*) 
Collections of overpayments of station travel per diem allowances 

(disturbance pay) to military personnel in European area____- 17, 112. 00 


Inspection of fiscal operations in USFA command, Austria, re- 

sulted in the elimination of a disbursing office in Vienna, with 

annual savings of from $6,300 to $28,000___.___._______________ (*) 
Preliminary investigation of BAQ payments to military personnel 

in European area resulted in collection of overpayments totaling 

FOE Ca OU OE TCU Br Seis ctociithes iota ng deanna ieee bein ds 67, 720. 00 
Deobligation of German deutschemark funds for personal services 

furnished by German Federal Republic. Amount obligated was 

in excess of requirements and if they had not been deobligated 

and used elsewhere, these funds would have been lost to the 

RICO RR sido nencemhnepenna a eemeeannicele 595, 238. 00 


See footnote at end of table. 
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Examples of European branch accomplishments through Sept. 15, 1957—Con. 
Savings 
Overpayment for shipping charges on contract administered by 
the Ordnance Procurement Center due to typographical error 


it COME ROCE CO ile ee cdten i Sein dic de ead ba abies $18, 466. 00 
Renegotiation of contract to obtain consideration for revised deliv- 

ery schedule based on GAO recommendations_____-_________-~ 450, 000. 00 
Elimination of duplicate stock records at USAREUR rebuild 

RO ig. 2 sn ae ws cies a tered eee nett en aa CREE E oases 6, 600. 00 
Recovery of taxes ¢ redited contractor by Italian law in excess of 

taxes Geducted. from. contrads DINO idcn enka nn nomen nem nniewne 21, 210. 64 


Reduction in contract price for F-86 aircraft assembly due to 

elimination of excessive subcontractor profits on aircraft parts 

NINE) ofp taka. cto cole eeingtreied hahaa ate bt 670, 000. 00 
Assistance to Army Audit Agency in recovering taxes erroneously 

charged under 2 Army contracts with Italian suppliers____--~-~- 21, 300. 00 


1 Amount of savings indeterminable. 


Mr. Buarre. Mr. Chairman, we could summarize for the record a 
later date, if you would like, a synopsis of our accomplishments. I 
could give you at this time certain specifies if you would like that. 

Mr. Fasceny. Y es, I think we would like to get into specific cases 
in the discussion of that report. 

Mr. Buarr. I have one example here where we felt that the Branch 
examination resulted in savings of some $125,000 to the Government 
in procurement of grenades by the Ordnance Procurement Center in 
fiscal year 1951, 1952, and 1953. 

Mr. Fascett. Is this the subject matter of a report ? 

Mr. Buatr. Yes, it is. 

Mr. Fascetu. Is it one that has been submitted to headquarters ? 

Mr. Buarr. Yes. 

Mr. Fascetu. Is that in the list which appears on page 51 of the 
report / 

Mr. Buarr. It is listed on page 53. 

Mr. Fasceti. Do you have on number of it there? 

Mr. Rosenspercer. EU-135-6 

Mr. Brarr. At the time this aa on the history of the European 
Branch was prepared, Report EU-135-6 was in Washington for 
processing. It is my understanding that they just recently issued 
report EU-135-6 to the Department. 

Incidentally, that asterisk means that it is contemplated that this 
report will be issued to the Congress. 

Mr. Fascetzi. Fine. Suppose you tell us about it. It sounds in- 
teresting. 

Mr. Buiarr. During fiscal years 1951, 1952, and 1953, the Ordnance 
Procurement Center of the United States Army in Europe awarded 
5 contracts to a Belgian firm and its subsidiaries for grenades in the 
aggregate amount of approximately $45.5 million, These contracts 
involved the Department of the Army. 

Mr. Fascetn. Let me see if I understood that. We let out contracts 
for $45.5 million worth of hand grenades ? 

Mr. Buatr. Antitank grenades. 

Mr. Hunrer. I believe they are rifle grenades. 

Mr. Fasceti. I had a vision of 1890 instead of 1957. These were 
rifle antitank grenades / 

Mr. Hunter. I believe that is correct. 
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Mr. Buatr. There were five contracts involved in the,total award 
and they involved Department of Army funds and directed procure- 
ment. The Department divected that the contracts be placed with 
this Belgian firm because.it had the proprietary rights to grenades 
under various patents... The contracts were fixed- price contracts 
without any provision fr price redetermination. 

Our review of basic *ontract files and other available records at the 
ordnance procurement centers, and in discussions with responsible 
procurement persornel, disclosed that these contracts had been 
awarded without esé ‘ablishing, in our opinion, whether a fair and rea- 
sonable price had keen obtained. Further evidence brought to light 
during our review dlisclosed that overcharges may have been made by 
the company. W G brought this matter to ‘the attention of the Deputy 
Chief of Proc urerient of G-4 in USAREUR as to the possibility of 
excessive costs in this procurement. He advised th: at he had no knowl- 
edge of the facts but thought that the only manner in which it could be 
deter mined would be by this office making an examination of the con- 
tractor’s records under the authority of the records examination 
clause contained:in the contract. He stated at that time that if we 
felt we could aczomplish anything by such an examination, he would 
interpose no objection. In view of the possibility of the recoupment 
of overcharges, and in spite of the fact that these contracts were 
fixed price and had been completed, we did invoke the Comptroller 
General’s right to examine the records of the contractor. 

In September 1954, represenatives of the Branch began an exami- 
nation of the contractor’s books and after a brief visit we were 
informed by the Managing Director that the firm could not allow such 
an examination. 

On the grounds that this refusal constituted a default on the part 
of the firm in not adhering to the terms of the contract, we presented 
the matter to Army Headquarters and two courses of action were 
decided upon: (1) USAREUR Agar d to withhold about $200,000 
due to the company on another cefitract; and (2) to bring this case 
to the attention of the U nited States Embassy in Brussels. The 
Embassy was requested to 

Mr. Fasceti. That was to give you a letter so that you could examine 
the books ? 

Mr. Buatr. Yes. 

Mr. Fasceti. Of the civilian contractor ¢ - 

Mr. Buatr. That is right; the Belgium firm. 

So these two courses of action were followed: Army withheld 
money due on another contract and the Embassy contacted the foreign 
government to request the foreign contractor to permit us to examine 
his books. Discussions were then carried on with officials of the 
Embassy and the Minister of Foreign Affairs and Foreign — 
merce of Belgium over a period of time and this culminated in a 
meeting on January 6, 1955, between the American Ambassador ind 
the Belgium Minister of Foreign Commerce. Shortly thereafter the 
managing director of the company requested a meeting with repre- 
sentatives of the Embassy and our office. This meeting was held on 
January 14, 1955, and resulted in the company allowing the Brane th 
to audit certain pertinent records. The audit was completed in Feb- 
ruary 1955, and disclosed questionable charges in the area of taxes. 
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It could not be established from the contractor's records that the 
estimated cost of subcontracted material did in fact exclude all taxes 
from which our Government was exempt. However, the records did 
disclose that the tax credit due the United States was more than 
$26,500 in excess of that allowed by the contractor. 

Mr. Fasceii. You mean there is a statutory prohibition on these 
procurement contracts against the United States Government paying 
a local tax which would be included as a part of the costs ? 

Mr. Brarr. To a certain extent you are right. There is not a 
statutory prohibition, however. There is a government-to-govern- 
ment agreement on our offshore procurement program. 

Mr. Fascetu. Bilateral agreement? It is not statutory / 

Mr. Bua. That is right. 

Mr. Fasceiy. It provides that taxes will not be included as an 
element of cost to the United States Government in procurement ? 

Mr. Briar. That is right in that they give the United States the 
right to exemption from certain taxes. That is a major interest of 
ours and one that we have been working on since the Branch was 
established. That is a pending matter and we are still attempting to 
work it out. 

Mr. Fascetx. Go ahead and finish this case. I just wanted to be 
sure I understood. 

Mr. Buatr. There was also involved the problem on tax matters 
and of sales to other customers at lower prices. We had the most- 
favored-customer clause under the contracts. At least in three of 
them that were let in 1953. All of the contracts did not contain 
that. 

Mr. Fasceizi. The question arose as to whether or not the Belgium 
contractor was providing the same material to another purchaser at 
a lesser price ? 

Mr. Brarr. That is right. Our review disclosed that two gov- 
ernments had purchased at prices less than were being charged to 
our Government. 

Mr. Fasceii. Was there a substantial difference in the price? 

Mr. Buatr. No. It was $16,000. That was the figure finally ne- 
gotiated. 

Mr. Fascety. That is not peanuts. It is still dollars. 

Mr. Buatr. That is correct. We feel that it warranted our audit 
effort. The license under which the firm produced the grenades 
provided for royalty payments of 10 percent. 

However, packing charges amounted to around $1.50 per grenade 
and royalties on packing alone amounted to $394,000. While there 
was no legal basis for demanding a refund of the royalty charges of 
$394,000 the contractor did agree to a reduction of about $82,500 as 
a result of our efforts. As I say, there was no legal basis, but the con- 
tractor did agree to that. 

Mr. Fascetx. I wonder if we could doublecheck that. It was my 
understanding that in the Mutual Security Act we also had this 
same tax-exempt provision. That may be the basis on which it is 
included in these bilateral agreements. 

Mr. Rosensercer. There was a provision. Section 521 of the 
Mutual Security Act said we should not pay taxes on infrastructure. 

Mr. Fasceri. Either way it is a job that you fellows ought to 
check on. 
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How extensive is that tax thing? What other countries are we 
having problems with on that? What other civilian contractor—not 
by name, but where located—are we having trouble with on that? 

Mr. Buarr. Our examinations have been confined to a limited num- 
ber of countries. For example, in Italy, where considerable offshore 
procurement contracts have been let and in Great Britain, France, 
and Belgium. We have made studies in a number of countries, but 
have confined our report mainly to the areas of Italy and Great Brit- 
ain. You have the same principle applying across the board. 

Mr. Fascetyt. What you are trying to determine is to get an across- 
the-board determination of the application of the principle; is that 
what you are trying to do? 

Mr. Buarr. That is right. We have the problem in Spain, too. You 
do not have to go into every country though. 

Mr. Fascreti. These are negotiations primarily with the contractor 
in the country, the man who has the offshore procurement contract ? 

Mr. Buatr. That was true initially, but now our contracts are being 
let on a government-to-government basis. 

Mr. Fasceti. So it becomes a government-to-government problem, 
as well. 

Dollarwise, how extensive is this thing with respect to the tax- 
exemption phase of it, if we can get any general idea? That is, what 
is it in dollars ¢ 

Mr. Buarr. I cannot give you specific information on that. We 
have not made a recapitulation of the amount of money involved 
across the board. I hesitate to discuss an exact figure involved with 
respect to one country. It may have a deleterious effect on the 
possibility of collections, but within one country at least the military 
presented a sizable claim that is now in the process of negotiations. 

Mr. Fasceiu. Does it run into hundreds of thousands of dollars or 
millions? 

Mr. Buarr. It will approximate a million dollars. 

Mr. Fascetu. In one country ? 

Mr. Buatr. Right. 

Mr. Fascetu. Is there a possibility that the same sizable amount 
would exist with respect to other countries ? 

Mr. Buarr. I am not qualified to give a definitive answer to that, 
Mr. Chairman, in view of the fact that our examinations have not 
covered all the countries. At least with respect to the one country, 
we have come up with this firm figure. I cannot give you the figure 
for the other countries. 

Mr. Fascett. Anyway, you think it is substantial or you would not 
be following it up? 

Mr. Buarr. That is right. We would not have devoted considerable 
audit effort if we did not feel it was a productive area. 

Mr. Fascetzi. Do these amounts of money include the problem of 
dealing on the no-profit clause, or is that a separate item ? 

Mr. Buatr. As an outgrowth of our examination of the offshore 
procurement program, we developed these major problem areas. One 
dealt with the matter of no profits. The bilaterals provide that a 
government would not reap a profit on a contract with this Govern- 
ment. Then a subsidiary problem is the matter of taxes. It is a 
mean problem and I do not mean to infer that there is any bad faith 
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at all. It is a very technical problem. It is a matter of getting to- 
gether with the technicians and working it out. 

Mr. Fascext. I think that has been made very clear. I know that 
the Comptroller General in testifying before the Committee on For- 
eign Affairs at least 20 times in response to interrogation said that as 
far as the Department was concerned, they had discovered no fraud. 

Mr. Buatr. Absolutely. 

Mr. Fascetx. But there was a large area of disagreement, dollarwise, 
as far as the United States Government was concerned on the question 
of these offshore procurement contracts in dealing with the question 
of no profits, taxes, and other things. 

Mr. Bratr. The principles are agreed upon. The major problem 
is to determine whether or not it is in fact a Government instrumen- 
tality. The problem in Europe is complicated. 

Mr. Fasceiu. Let us see how specific you can get. 

Have you finished on that example of hand grenades or rifle 
grenades ¢ 

Mr. Bratr. To close the matter here, negotiations were conducted 
with the company and resulted in a settlement of $125,248, in favor of 
the Government. ‘This was incorporated in a supplemental agreement 
to the contract and covered the matter of taxes and the most-favored- 
customer clause. I mentioned that before where in the final negotia- 
tions they got up to a figure of $82,500. The final saving, however, 
was $125,248. 

Mr. Fascetz. Mr. Blair, did the branch then make a recommenda- 
tion for the adoption of uniform tax exemption procedures 4 

Mr. Buatr. We started these examinations as soon as the Branch 
was set up. In May of 1953, we addressed a letter to the Comptroller 
of EUCOM which is a unified command and we called his attention 
to section 521 of the Mutual Security Act of 1951, as amended, which 
prohibits the expenditure for taxes of funds appropriated for infra- 
structure under the mutual security program in Europe. During the 
latter part of 1952 agreements were reached between the United States 
Government and certain of the North Atlantic Treaty countries which 
provided that items purchased by the United States for the mutual 
defense of the NATO countries would be exempt from taxes and cus- 
toms duties. 

Department of Defense Directive No. 2010.2 2, dated June 25, 1952, 
on the subject of Exemption From Payment of Taxes to Foreign Gov- 
ernments, set forth the policy of the Department of Defense that ex- 
penditure of funds appropriated to the Departments of the Army, 
Navy, and Air Force and funds allocated to the Department of Defense 
by the Director for Mutual Security shall not include payment of 
foreign taxes and customs duties. This directive applies to the ex- 
emption of taxes and duties as covered by agreements with Belgium, 
Denmark, France, Federal Republic of Germany, Iceland, Italy, Ja- 
pan, Luxemburg, Netherlands, Norway, and the U nited Kingdom, and 
will apply to other countries at the time the agreement is signed, 

In our review of the offshore procurement program for fiscal yeat 
1952, we noted that procedures, adopted by the United States Army, 
Europe (USAREUR), procurement agencies to assure conformance 
with the Mutual Security Act and the Department of Defense policy, 
consisted of— 











GENERAL ACCOUNTING OFFICE IN EUROPE 17 


(a) The inclusion of a standard tax clause in OSP contracts 
which provided that the contract prices do not include those taxes 
which were the subject of a bilateral agreement between the 
United States and the country concerned. 

(6) A certification by the contractor, on each invoice sub- 
mitted, that invoice prices exclude the applicable taxes. 

(c) The withholding of 15 percent of invoice amounts on con- 
tracts with West German manufacturers pending the signing of a 
tax agreement with the West German Government. However, 
our review of certain fiscal 1952 contracts indicated that no 
amounts had been withheld and it appears that the withholding 
procedure for this class of procurements was not put into effect 
on dollar contracts until fiscal 1953. 

In our opinion, these procedures do not provide the necessary mini- 
mum assurance that payments for offshore procurements are in accord- 
ance with the statutory provisions and Department of Defense policy. 
That additional safeguards are necessary is evidenced by price re- 
ductions of $170,000 obtained by USAFE through application of 
certain procedures to contracts with manufacturers in West Germany. 
Such recoveries were made by the Air Force despite the absence of 
a tax agreement and were based on the tax relief available under 
existing German and HICOG statutes. The Air Force is currently 
extending this review to contracts with manufacturers of other 
countries. 

The procedures developed by the procurement agencies of the 
United States Air Force, Europe, illustrate the aggressive action 
which can be taken to assure such compliance. These procedures 
consist of : 

(a) A review of contracts awarded in fiscal 1952 and 1953 to de- 
termine whether taxes were included in the contract prices. Examina- 
tion of contractors records and a comparison of the usual inland sell- 
ing prices with the price paid by the United States. 

(6) Requiring that each invoice submitted for payment detail the 
taxes excluded from the invoice price. A comparison of such taxes 
is then made with the taxes specified in the various tax agreements. 
Air Force disbursing officers will not process vouchers unless this 
requirement is met. There is no similar requirement on the part of 
USAREUR finance officers. 

(c) The review of cost breakdowns submitted with bids to deter- 
mine whether applicable taxes are excluded in the bid price. 

rhe letter then closes by saying: 

We suggest that consideration be given to the adoption of uniform procedures 
for all services to assure that contract payments are made in accordance with 
the provisions of the Mutual Security Act and the policy of the Department of 
Defense. An expression of your views will be appreciated. 

Mr. Fasceti. Excuse me for interrupting, but when was this 
made ¢ 

Mr. Bratr. Back in 1953, Mr. Chairman. 

Mr. Fascett. I would assume from that that you have been fol- 
lowing this program since that time. Have they followed your ree- 
ommendations? Have they or have they not ? 

Mr. Hunter. In some instances, yes. 

Mr. Fascentxi. And in some instances, no ? 
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Mr. Hunver. In instances where they have not, it is felt that po- 
tential recovery is not too great. Because of varying tax laws of the 
countries, some countries offer better potential than do others. I 
should not say we are satisfied, but we probably have done as well as 
can be expected. 

Mr. Potanp. Would you care to say where, in your judgment, the 
responsibility lies for imposing uniform tax exemption procedures ? 

Mr. Buatr. That would come within the policy settee authority 
of EUCOM. It is for that reason that we addressed this letter to the 
Comptroller. When I say “EUCOM” I mean United States Euro- 
pean Command. I would like to get this letter into the record where 
we suggested consideration be given to the adoption of uniform pro- 
cedures for all services to assure that contract payments are made in 
accordance with the Mutual Security Act and the policy of the De- 
partment of Defense. 

Mr. Fascetn. Mr. Blair, if the General Accounting Branch has sub- 
mitted any reports since the date of that letter dealing with offshore 
procurement and tax-exemption problems, that would be an indication 
that they did not follow your recommendation, obviously. If in this 
list that you have—in this report that is in the record—either in ex- 
hibit J or anyplace else on offshore procurement contracts dealing 
with the problem of tax exemption, it would appear to me as a matter 
of positive conclusion that somebody did not pay attention to that 
recommendation from the General Accounting Office. 

Do we have any such cases dealing with tax amempticn problems in 

offshore procurement since the issuance of this letter ? 

Let us turn to exhibit J, starting on page 3, and see if there are any. 

Mr. Hunter. EU-196-1 

Mr. Fascein. That appears s on page 53 of the report. That is 
EU-196-1 (Frankfurt). Is that the report you have reference to? 

Mr. Buarr. On page 53 that has an asterisk following it. 

Mr. Fascety. Is that the report you contemplated sending to Con- 
gress and in somebody's judgment it is bad enough for even ‘Congress 
totake a look at it? What is the date of that ? 

Mr. Rosenpercer. December 1 

Mr. Fasceti. What year? 

Mr. Rosenpercer. 1956. 

Mr. Fascetu. In that report, did you call attention to this fact? 
What agency is involved ? 

Mr. Rosenpercer. Across the board, Mr. Chairman, all three de- 
partments. 

Mr. Fascetx. All three military departments ? 

Mr. Rosenpercer. That is right. We tried to cover all of the 
countries. 

Mr. Fascett. Do you make the same final conclusions and recom- 
mendations in that report that Mr. Blair has just read in this letter of 
1953? 

Mr. Rosensercer. No. 

Mr. Buatr. I would like to point out here, Mr. Chairman, that 
EU-196-1 is a classified report. It is classified confidential. All I 
have in front of me here is a listing of our reports together with a classi- 
fication. This shows “confidential.” I do not know specifically what 
information is confidential but getting into specifics, I think it would 
be safer for us to supply that to you later. 
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Mr. Fascetx. I am not interested so much in the specifics at this 
moment as the fact that 3 years have gone by and you still have the 
same problem. You have been after it since you first got the branch 
open and now 5 years later you still have the same problem. 

It would indicate that maybe we ought to point out to them that the 
General Accounting Office is a very important outfit and they ought to 
start paying a little attention to it. The taxpayers’ dollars are in- 
volved and that makes everybody unhappy. 

Mr. Buatr. You will be getting specific information. 

Mr. Hoagland will be talking to you about that. He is the repre- 
sentative of the Seer etary of Defense over here studying the no-profits 
and related problems. 

Mr. Fascetz. He is a one-man committee of the Secretary of Defense 
for Offshore Procurement problems ? 

Mr. Buatr. Thatisright. I donot want to leave the impression that 
the departments have been doing nothing about it. 

Mr. Fascetx. It is very kind of you to step in and try to erase im- 
pressions but 3 years are hard to erase. 

Are there any other questions on this point ? 

Mr. Micuet. No. 

Mr. May. No. 

Mr. Buatr. We are still developing data and sending it to our Wash- 
ington office for use in the preparation of this report. 

Mr. Micner. What was the per unit cost of those antitank grenades 
in Belgium ? 

Mr. Brarr. They will vary within the contract, within the particular 
contracts. 

Do you recall the unit prices, Mr. Hunter ? 

Mr. Hunter. No. 

Mr. Buatr. Wecan supply that for the record, Mr. Michel. 

(The information requested is as follows :) 


Unit prices of Energa antitank grenades by offshore procurement contract 





Contract No. and date Type grenade ! Te Quantity | Unit price | Contract 
| |} amount 
ieee idea 5 Se eras - — od Sag, 2p el E iN bonis 
od tte ahs ns \ ste at | 500, 000 | $13.90 | $7, 358, 170 
)A-91-564-EUC-9.2 Oct. 11, 1950 ’ ee si tts 
DA-91-564-E1 2? Oct. 11, 195 |\Practice.. a | 50, 000 em Bc. = 
Heat j 895, 000 15. 35 canee ‘od 
D A-91-564-EUC-17, May 2, 1952. __- Hs Qe. 623, 000 15.30 }...... 
Practice___-- | 667, 890 7.98 28, 599, 912 
DA-91-564-EUC me Mar. 9, 1953__- Heat i 300, 000 15. 19 4, 557, 000 
DA-91-564-EUC Mar. 9, 1953... . | po as | 200, 000 15. 00 3, 000, 000 
D A-91-564-EUC ae June 30, 195: 3. Practice____- 251, 770 7. 25 | 2, 056, 961 
| = — —SE ee - 
Total heat CR. ek 
Total practice __ 969, 660 
Total. -—--| 3, 487, 660 2 --| 45, 572,043 








! These grenades are all of the rifle antitank type. All contracts were awarded to the Belgium ficm 
8S. A. Belge de Mecanique et d’ Armament (MECAR) and a subsidiary company. 
2 Other items totaling $264,798 included in the total amounts of these contracts. 
Mr. Micuet. I notice that those dates correspond with the time 
during which we were engaged in the Korean war. 
These contracts were entered into by the United States Army, 
Europe. Does that necessarily mean, then, that the use of those 
grenades must be confined to the European command ? 
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I realize that this may be out of your bailiwick, but is there any- 
thing in your investigation that pinpoints their being used strictly 
in the European command? My thought in that connection is that 
we would be procuring antitank grenades with the possibility of their 
being used in the Korean war. 

Mr. Hunver. In these specific instances, we have been advised that 
they were procured for our Korean forces. 

Mr. Buair. That is my understanding, 

Mr. Hunrer. I think one reason they did direct it to this firm was 
that they had developed this proprietary right for these grenades and 
through NATO tests, or some other tests, they determined it was the 
most satisfactory grenade, at least at that time. That is the reason it 
was a directed procurement. We apparently needed a specific type 
of grenade. I do not have too much detail in that respect. 

Mr. Coons. I feel certain it was a directed procurement and some 
of them were used in Korea because it was for an emergency purpose. 

Mr. Micuet. Then I am more than ever interested in the per unit 
cost. 

Mr. Fasceii. Would you please supply that for the record ? 

Mr. Brarr. Yes, sir. 

Mr. Fasceri. Any other questions ? 

Mr. May. On the other reports and the acceptance of the reports 
by the Defense Department and in the case you mentioned, you say 
that in general you have received fairly good acceptance of your 
reports. Are there other examples of a 3-year lag in action on reports 
that you have made and suggestions that you have ‘made? 

Mr. Buair. Your no profits will fit in that same area. 

Mr. Fascetxi. In other words, the whole problem of offshore pro- 
curement is one that has been kicked around generally. However, we 
will discuss that at length with the Defense Department representative 
and see if he knows something about it. 

Mr. Buiatr. I would like to point out that the acceptance of our 
reports on the part of the military is most gratifying. I would like 
to point out an action Mr. Rosenberger just effected. 

You may want to mention that one, Bob. 

Mr. Rosensercer. There is one I would like to mention if I may. 
This is a letter dated April 30, 1953, which was sent to the Navy Pur- 
chasing Office in London. We pointed out that in our examination 
of their offshore procurement contracts let in 1952, there was one con- 
tract we were particularly interested in let to an Italian firm. This is 
not classified. 

We found that a 2 percent transaction tax, which is normally called 
the IGE tax, and about 2 percent for customs had not been excluded 
from the contract. 

Mr. Fasceti. A total of 4 percent? 

Mr. Rosenpercer. Yes, sir. We do not have the value of that par- 
ticular contract, but they came back and explained that we were ab- 
solutely correct and they proceeded to withhold 5 percent on all Italian 
contracts. 

Mr. Fasceiy. That is, the Procurement Office ? 

Mr. Rosennercer. That is right, until it was finally determined by 
~ Italian Government as to the amount of tax relief. It is done on 

1 percentage basis. As a result of that, on the 1952 contracts, the 
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Navy Purchasing Office recovered about $60,000 and they have con- 
tinued, to the best of my knowledge, to be pretty well on the ball. 

Mr. Fasceix. If we continued at that same rate, in 5 years it will 
be $300,000. 

Mr. May. How many corporations do you figure the Government 
does business with on offshore procurement program 

Mr. Buatr. We do not have any figures on that, Mr. May. 

Mr. May. Would you hazard a guess? 

Mr. Buatr. I would hesitate to do so. 

Mr. Rosensercer. I would say a thousand at least. They range 
from small firms to large ones. 

Mr. Fascetyi. Any further questions on this point ? 

Mr. PotAnp. Did aot a question arise in the purchase of ordnance 
where assembled components were sold in the first place because the 
Germans were not prepared to subcontract the individual compo- 
nents, and they had to Sevelonp a whole series of practices with which 
the Germans were not familiar ? 

Mr. Hunter. That did not have todo with pistons; did it? 

Mr. Potanp. No; those were 155-millimeter shells. 

Mr. Rospnpercer. Are you speaking of the 155? 

Mr. Potanp. | got this as an explanation of the failure to contract 
separately for components, the fact that they did not subcontract 
these. 

Mr. Hunter. That was not in Germany, though. 

Mr. Rosenpercer. You mean the contracting ¢ 

Mr. Hunter. We understood contractors. 

Mr. Potanp. Those were procured somewhere else ? 

Mr. Rosenpercer. Yes. 

Mr. Potanp. Perhaps I was in error then with respect to subcon- 
tracting practices. 

Mr. Fascetu. I would like to ask Mr. Blair a question here. 

Will you please turn to page 53 of this report for a moment? . On 
report EU-196-1 (Frankfurt) Taxes in OSP Contracts, dated 
December 12, 1956, you tell me that your list on that is marked “con- 
fidential” ? 

Mr. Buatr. Yes. 

Mr. Fascett. Where did that classification arise since it is across 
the board, as somebody explained to me, involving all three military 
branches? 

Mr. Buarr. Maybe Mr, Hunter can give you the specific informa- 
tion, but it could arise this way, Mr. Fascell : If, during the course 
of a study of a particular contract, we may find classified information 
relating to that contract. and if we include that information in the 
report, we are required, under the President’s security order and under 
the Comptroller General’s orders, to give that report the classification 
of the highest classified data in the report. Individual paragraphs, 
or spec ific individual infor mation, may be unclassified, but the report 
has to bear the overall classification of the highest classified data that 
you are reporting. 

Mr. Fascetu. Therefore, the highest classified data in that case was 
classified confidential ? 

Mr. Buatr. That is right. 
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Mr. Fascetx. Do you have any way of telling us right now what it 
was? In other words, which branch marked this thing “Confiden- 
tial”? Certainly that is not security information. 

Mr. Buatr. Whoever made the review would have put the classifi- 
cation on it on the basis of the classification of the data incorporated 
in the report. 

Mr. Honrer. In the report the specific paragraph will be indicated. 

Mr. Buatr. We indicate that portion in a report which is classified 
and that portion which is not. 

Mr. Fascetx. I understand that, but the classification originated 
with whatever document came out of the military branch and the 
General Accounting Office must respect that classification ¢ 

Mr. Buatr. That is right. 

Mr. Fascetu. In this’ particular case, did the General Accounting 
Office seek to have this report declassified? Did you ask the military 
to declassify this report ? 

Mr. Rosensercer. We did not at this level disseminate that report 
to the military, but if I may back up just a moment, that report is 
classified “Confidential.” To the best of my recollection it is a 30- or 
40-page report and there are only 1 or 2 paragraphs classified. 

Mr. Fascetzi. That is what I am getting at. Did that deal with 
the material that was being procured ? 

Mr. Rosensercer. I don’t remember what it was. 

Mr. Fascett. What I am after now is this: Do you have a draft 
copy of the report here in Paris which shows the material which is 
classified ¢ 

Mr. Rosenpercer. Yes, sir. 

Mr. Fascetx. Will you make that available to the committee ? 

Mr. RosenBercer. Yes. 

Mr. Fascetxi. How big a job is it? Can we get into it in the next 
few minutes? 

Mr. Buartr. We will place a call to the office. That file can be 
pulled. 

I would like to point out that it is an internal report, Mr. Chair- 
man. 

Mr. Fascett. This is the one on which you based your final report ? 

Mr. Buarr. It is a résumé of our work in the area up to that par- 
ticular point. Since December we have been doing additional work 
and when that gets sent into Washington, then it will be processed. 

Mr. Fascetu. This report is one that is being processed in the Wash- 
ington office now ? 

Mr. Bratr. That is right. 

Mr. Fasceiy. I would like to have a copy of the report. My pur- 
pose being, of course, that we could determine the confidential areas 
which are in the report being processed through the Department and 
extract those from the report. That is what my purpose is at this 
hearing, to take out from it all classified material. I cannot see any 
reason for classifying the whole thing when the classified material 
has been taken out of it. 

Mr. Brarr. When you take out classified material, you meet the 
requirements of the President’s order. 

Mr. Fascetn. I think we ought to make available as much infor- 
mation as possible. I assume that that is the attitude of the General 
Accounting Office, too 


as 
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Mr. Brarr. That is right. Again, I would like to point out that it 
is an internal report and final action has not been taken. As a matter 
of fact, we are developing additional data in Italy at this time. At 
the present time, it represents a working paper. 5; 

Mr. Fascetu. I understand what you are getting at. This particu- 
lar contract, or report, has not been finalized 

Mr. Buarr. That is right. 

Mr. Fascetn. Even though we took out the classified material you 
still would not want to release it since it is not a finalized report ? 

Mr. Brak. That is right. As Director of the European Branch, I 
would have no authority to do it. 

Mr. Fascetx. Let us do it on this basis. 

Mr. Buarr. I am at liberty to show you anything that we have but 
as far as release of this report 

Mr. Fascetz. I understand that. However, the subcommittee 
would still be interested in seeing the draft of the report and seeing 
the areas of classification. For ultimate release purposes is what I 
am thinking of now. 

I would request that when this particular report is finalized some 
day in the future that you prepare a copy for this subcommittee in 
which the classified material has been extracted. We will then have 
in the record that area, from your draft report, of the classified ma- 
terial to date so that there will be no misunderstanding about the 

material which will be released. 

Mr. Cartson. Mr. Chairman, I would like to ask Mr. Blair if the 
classified material that is in the General Accounting Office report has 
been reviewed by the military agencies concerned to make sure that the 
specific paragr: iph of classified Material has not been classified merely 
because it has been lifted from a report which has similarly been classi- 
fied confidential because some other paragraph in that report is 
classified ? 

Mr. Bratr. To answer you specifically, we will have to look at the 
report and determine the steps that were involved. It has not been 
referred to the military to determine whether or not that information 

can be declassified for’ the reason that we have not finalized the report 
to the agency. That is, to obtain their presentation of their views 
In other” words, it is the purpose of our office when issuing a report 
not to issue a prosecutor’s views, but to get all of the facts, what our 
feeling is on the matter, plus what the agency’s feeling is on the 
matter. Then the report gives you both sides of the picture, enabling 
a proper evaluation. 

Mr. Fasceiti. We appreciate the fact that we need an objective re- 
port and we certainly would want it that way and no other way. 
However, I think that Mr. Carlson raises a very fine point as to the 
extent and degree of classification. 

Mr. Cartson. That one classified document may spawn a whole 
series of classified documents on the basis of material that may remain 
buried in the original document. 

Mr. Fascern. In answering Mr. Carlson’s question on that point, 
to what extent does the General Accounting Office get into this 
problem ? 

Mr. Buatr. We are faced with it all the time. When we conduct 
an examination and use information from a file, if it is unclassified 
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data, then we do not have to put a classification on it, but if the 
item is a classified item and we report on that, we have to classify 
that paragraph in the report that we issue. 

Mr. Fascet. You do not feel it is incumbent on the Office to go 
behind the original classification? You may be lifting something 
out of a document and the whole document may be classified but 
that which you lifted out may not be classified in the original 
instance ? 

Mr. Brat. That would be unclassified then. 

Mr. Fasce.u. If you could determine at that point? 

Mr. Buatr. That is right. The monthly summaries on Offshore 
Procurement issued by the military signify the nature of the classifi- 
cation of the items. That data sometimes goes up as high as top 
secret. If we lift an item out of that report and it is a classified item, 
then we would have to give it the appropriate classification. 

Mr, Poxanp, Is that classification almost paragraph by paragraph 
oF page by page? 

Mr. Buarr. That is right. Let me explain. 

I have here a classified document on Offshore Procurement. 
Eucom issues status reports on that and the entire document is classi- 
fied “Confidential.” They put an overall classification on it, but 
they will indicate with respect to a particular item whether or not 
it. is classified. In this particular report, everything is classified but 
I have seen others where the overall report will bear a security 
classification, but. individual paragraphs are unclassified. 

Mr. Pouanp. It specifies on each page of that report the classifica- 
tion? 

Mr. Buarr. They signify the status of the security information on 
each page. If we took anything out of this particular page, we 
would have to classify it confidential because the entire page is so 
classified. If it were a paragraph that had classified information on 
problems under review and we lifted that, we cite the source, and 
classify it. 

The military will signify on their reports not only the overall classi- 
fication but the individual classification by page or paragraph. 

Mr. Potanp. For the purpose of the record, would you please state 
what your practice is with respect to submission to the Defense De- 
partment of your draft before it becomes final? That is, on the 
security question. 

Mr. Buatr. For instance, on the military-assistance program, we 
issued a report on the examination of each country, and we asked 
them to review the security classification that we followed. We 
wanted their opinion as to whether or not we classified it properly, 
or whether it could be declassified. It so happened that in no in- 
stance did they declassify a report, and in one instance they upgraded 
the classification, because we had taken a number of confidential items, 
put them together in one document, and made it secret. 

Mr. Potanp. Is that submission relatively uniform on your part? 

Mr. Brat. Yes, because we make an effort to issue reports that 
are not classified, for the reason that any classified material we handle 
is there»y automatically vestricted. If we can get the point over 
without sacrificing anything, we will issue an unclassified report. 
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Mr. Potanp. In the last analysis, the agency that you are examining 
determines the degree of classification of your own report on that 
agency / 

Mr. Buatr. No, sir; not in that sense, Mr. Poland, but in the sense 
that they reexamine their own classification. That is the way I would 
explain it. 

Mr. Fasceti. You ask them to do it? 

Mr. Bratr. Yes. 

Mr. Fasceti. You submit the draft report and ask them to examine 
their own report ? 

Mr. Bratr. Yes. Under their own rules and regulations, they are 
asked to reexamine the document for the purpose of declassifying. 

Mr. Poranp. Under the security order, you are ordered to accept 
the classification they impose ¢ 

Mr. Buatr, That is right. Under the security order and Comp- 
troller General orders issued following the President’s order. We 
have no choice. In other words, it is up to the departmental Secre- 
tury to declassify. 

Mr. Monteomery. Have you ever noticed any inconsistencies in the 
classification as between the three departments in the military; that 
is, between the three military services ? 

Mr. Buair. I cannot recall, Mr. Montgomery, any specific instance 
of that type. In other words, to compare like information from the 
three services, I cannot recall any specific instance. 

Mr. Fasceta.. Let me ask you this question then: Do you recall any 
specific instance where on your request for declassification the mili- 
tary declassified ¢ 

Mr. Bratr. Yes. In my examinations at home in the stockpile 
program. 

Mr. Fascety. I am trying to limit it with respect to this particular 
operation ; that is, the General Accounting Office European Branch. 

Mr. Rosensercer. I can definitely recall one instance, Mr. Chair- 
man. It was in connection with OSP Ordnance, Sandhofen, Germany, 
report EU-135 series, wherein we pointed out that in our opinion, this 
did not appear to be a matter that concerned the security of the United 
States aad yet we classified it secret because some documents——- 

Mr. Fascetn. You asked them to review it, and they declassified it ? 

Mr. Rosensercer. They sent us a cable the next day to declassify. 

Mr. Fascetx. That is encouraging. 

Mr. Buair. In response to Mr. Montgomery’s question, here is an 
example where in March of this year we pointed out to the Defense 
Department representative that some of the report pages concerning 
our military-assistance program examination had been classified secret 
and the remainder confidential. However, during our review we noted 
differences in security classification. The Navy program submission in 
many cases was classified lower than the Army and the Air Force sub- 
missions. “Consequently, it will be appreciated,” we said, “if you 
would have the security classifications shown on the draft report re- 
viewed for propriety and possible declassification.” 

Mr. Fasceiy. That is on the last report submitted on the military- 
assistance program, survey and individual countries ? 

Mr. Buatr. That was with respect to one country. We were sub- 
mitting this one on Spain and, actually, they came back and upgraded 
it bece us> we pulled together confidential data and they considered—— 
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Mr. Fascetx. What is the classification, then, on the military-assist- 
ance program report dealing with Spain ? 

Mr. RosenBercer. Secret. 

Mr. Fasceti, What is the classification on these other military- 
assistance country reports ? 

Mr. Buarr. They are secret, and there is one top secret. 

Mr. Rosenpercer. Not the report proper. The report on Italy is 
secret, but we received some information from Washington in trans- 
mittal that made it top secret. 

Mr. Fascetn. The transmittal letter to you made the whole thing 
top secret ¢ 

Mr. May. I think it would be well for the record to review the 
various classifications of material. Confidential is your top classified 
item, and then you go up to secret and then top secret ? 

Mr. Rosenpercer. Confidential is the lowest. 

Mr. May. I thought you said confidential was the highest. That 
is why I was confused. 

Mr. Fascewu. The highest is top secret ; is it not ? 

Mr. Buarr. Yes. 

Mr. Fasceiu. And then secret? 

Mr. Buarr. Right. 

Mr. Fascein. Confidential being the lowest classification ? 

Mr. Buar. That is right. This particular report contained in- 
formation both confidential and secret in nature. We said that it 
appeared to us that there was a difference in the classifications being 
used in the submission of the programs with respect to the services. 
For example, the Navy program submission in many cases was classi- 
fied lower than the Army and the Air Force submissions. It is not in 
exact response to Mr. Montgomery’s question, because their informa- 
tion would be different. 

Mr. Fascetx. It is close enough, 

Mr. Hunver. In answer to Mr. Carlson’s question, whether we may 
take one item out of a classified document without checking back to 
see whether it was unclassified, let us take the case of the report on 
Spanish taxes, where the notes of negotiations were classified and the 
sections we used were not classified. Mr. Coons happened to be there 
at that time, and I asked him to check on that, and the net result was 
that we were able to use nonclassified sections out of a classified docu- 
ment so we could issue a nonclassified document. 

Mr. Fascetzt. That is very encouraging to me and, I am sure, also to 
the other members of the subcommittee; that the General Accounting 
Office would undertake on its own to push the problem of declassifying 
material and making it available. It is a tremendous problem govern- 
mentwise, and I am very happy to see that this much interest has been 
taken by this Branch. While you have plenty to do, we hope you will 
continue in that effort. 

Mr. Buatr. I would like to point out that we continue to do that. 

Mr. Fascetu. Let us go back to page 50 of this report on reports 
which have been submitted to congressional committees. You list six 
of them as of May 31, 1957. 

Do I understand that you would have additions to this list since 
May 31? 
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You have submitted additional reports to congressional committees 
since then ? 

Mr. Buarr. Let me point out, Mr. Chairman, that this is what 
Washington has done. In other words, we submit all of our reports 
to Washington. We do not issue reports ourselves. Whether Wash- 
ington has issued reports to the Congress since this date, I would not 
know. 

Mr. Fascetu. You mean to tell me that—— 

Mr. Buatr. The military assistance reports. 

Mr. Fascetz. In other words, you do know that the home office of 
the General Accounting Office has issued other reports to committees 
of Congress and one of them being the worldwide report on the mili- 
tary assistance program. That is one of them, as well as all of the 
specific country reports to date, is that not true? 

Mr. Buatr. Yes. 

Mr. Fascett. The worldwide summary report is not classified but 
the specific country reports are classified ? 

Mr. Bratr. You could consider those as classified appendixes to the 
overall report. What we are trying to get out is something that can 
be used freely. We have followed that procedure here where we issued 
this overall report which is unclassified and these classified appendixes 
which are the individual country reports. ‘They are backup data tothe 
overall reports. 

Mr. Fascetn. What countries have been reported on? Is that un- 
classified ¢ 

Mr. Buarr. I do not think that would be classified. In reading this 
report, was there any reference to the specific countries / 

Mr. Conrardy. No reference was made in the overall report to spe- 
cific countries. When a specific reference was made it mentioned 
countries or country. All of the detail is contaimed in the country 
reports. 

Mr. Buarr. I do know this: When the Comptroller General made 
the statement before the Foreign Affairs Committee—I reviewed his 
statement—he did not mention the country.. I remember when he 
gave his overall statement he mentioned specific findings but he did 
not identify the country to which that statement related. 

Mr. Fascerxu. I do not desire to relate it to any particular country, 
but certainly the overall report should relate to X number of coun- 
tries. Otherwise, we do not know what we are talking about. 

Mr. Conrarpy. The countries that we reviewed are enumerated un- 
der the Scope of Review Section. 

Mr. Fascetn. What I am getting at is this: Is that on page 20 of 
the overall report? That is, the Scope of Review Section? Is that 
what you have reference to? 

Mr. Conrarpy. Yes. 

Mr. Fasceitx. That still does not answer my question. It says 
that you visited all of the countries. That does not mean anything 
to me. I would expect you to visit all of the countries, but I am 
trying to find out what you reported on. 

Mr. Buarr. We visited six countries. We visited Spain, Germany, 
Pakistan, Turkey, Italy, and France. 

Mr. Fascerx. You have more to go, is that the idea ? 
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Mr. Buatr. We will be initiating studies at the end of this month 
in two additional countries. In other words, the office is continuing 
its program. This program is directed from W ashington. We 
have been asked to go to two other countries this year. We will 
start that examination the middle or the end of this month. 

Mr. Fascetn. Before I go too far into this thing, I want to settle 
that, but did you have some other questions ? 

Mr. Montcomery. What work had been done by the branch prior 
to these current country reports on the military aid program ? 

Mr. Buarr. We have done work from the time the office was set up. 
We worked in France and we had done work in Great Britain, Tur- 
key, and Italy before this overall program was initiated at home. I 
would like to point out that the countries I named are not all in- 
clusive because our Tokyo branch examined certain countries out in 
the Far East. That is a partial listing covering the area of our 
responsibility. 

Mr. Montéomery. Is there any particular reason you would know of 
why this area had not been gotten into more generally before? That is, 
before these current reports ¢ 

Mr. Buarr. We examined four countries and submitted information 
to Washington. I will be guessing on this, but it would appear to me 
that the Comptroller General and his top staff back in Washington 
recognized it as a major problem area that Congress was most inter- 
ested in. 

Mr. Montcomery. It has been one of the biggest money areas from 
the very beginning ? 

Mr. Buatr. That is right. 

Mr. Monteomery. That program was actually initiated about 1952, 
was it not? 

Mr. Buarre. That is right. We got into it when the Branch was 
set up. 

Mr. Fascetx. Focusing attention on this whole problem ? 

Mr. Buarr. That is right. It became a matter of prime concern to 
the Congress. It is our desire to present to the Congress an objective 
study of the program. 

Mr. Fascerz. I must say that you certainly selected a very worth- 
while area from the standpoint of interest and possibility of improve- 
ment. All of us are certainly interested in national security and un- 
derstand all of the attendant problems, but there would be no excuse 
for the things that I have read in the overall summary that are unclas- 
sified and that are wrong with the military assistance program that 
this branch has determined. I want to get into those specific things. 
Frankly, it was shocking to me to read that in a program which has 
been sold to the American people as one of inextricably being tied to 
our own defense, that we would have a complete separation of force 
objectives in the expenditure of money. It just does not make sense 
to me and then to go on and find out that there was no separation be- 
tween political and military motives does not make sense to me. I am 
very pleased that these things have been brought out. 

lam still for the program. I realize that it is necessary, but it cer- 
tainly does not mean that I should be less critical of it. That is the 
spirit in which I read the General Accounting Office report on what 
they have done. I think it is a very healthy thing that this report has 
been brought out, and I hope that the others follow shortly. 
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That raises the next question which Mr. Poland wanted to ask. 

Mr. Potanp. I merely wanted to ask who determines the area of 
the work? Who initiates these programs? Is that determination 
made here, in Washington, or on a basis of conferences? 

Mr. Bram. There will be information on that point in the Euro- 
pean Branch report, but I can summarize it for you. 

We develop a 6-month work program. In other words, we pro- 
ject our work into the future over a period of 6 months. 

Mr. Potanp. By “we” you mean whom ? 

Mr. Buarr. The European Branch. 

Mr. Fascexy. Basically, then, the answer to the question is that you 
fellows select your areas that you want to go into here and then you 
enn it to Washington for approval and if they say O. K., you 
start 

Mr. Briarr. That is right. I would also like to point out that the 
Defense Accounting and Auditing Division was organized only a 
year ago. We are now getting greater guidance from Washington. 
For instance, this military- assistance program was oné that ‘they 
directed. We are attempting to coordinate our work here with the 
stateside operations. For instance we will conduct our examination 
of Ordnance Supply at the same time that our stateside organization 
is doing that. 

In the early stages, as Mr. Montgomery knows, the European 
Branch initiated all of its work. As a matter of fact, it is in the 
last year and a half that we—— 

Mr. Fascetx. A coordinated effort tied in with what the home office 
was trying to find ? 

Mr. Buatr. That is right. Working on a worldwide basis.’ Be- 
cause we have our branch in the Far East and we have a branch here, 
the office can come up to the Congress with a worldwide study ‘on a 
particular problem and thereby be much more effective in developing 
the report. 

Mr. Fascetz. Before we leave this very comprehensive report on 
the history of the organization, I want to get back to exhibit J for a 
moment. 

Mr. Cartson. Could I ask one more question with reference to 
Mr. Poland’s question ? 

Mr. Fascenz. Yes. 

Mr. Caruson. The selection of area for audit or investigation, or 


whatever, you say that you make the recommendations to Washing- 
ton and get approval ? 


Mr. Bram. Yes. 

Mr. Cartson. On what basis do you make those selections? 

What indicates to you the areas that you are going into? 

Mr. Brarr. A number of factors enter into our decision as to 
whether we will get into this area or that area. We want to have a 
broad coverage so we will schedule work within both the civilian side 
of the Government and the military. In an effort to have broad 
coverage we will initiate work in the various departments. ‘Then 
with respect to the military we attempt to examine the areas signifi- 
cant from the standpoint of expenditure. As to our source of data 
on that, the military agencies issue financial reports which reflect 
how much money they have expended or tied up in a particular serv- 








30 GENERAL ACCOUNTING OFFICE IN EUROPE 


ice, for example. We use that as a basis. The governing criteria, 
because of the limited staff we have, is the big money area. That is 
the reason when the office was set up, we got into offshore procure- 
ment. That was an area of big expenditure. New contracting under 
OSP is phasing out but the administration of contracts continues. 
We are also concentrating our efforts in the supply area. 

Mr. Fascetx. This problem that Mr. Carlson is talking about, do 
you want to pursue that further ¢ 

Mr. Cartson. In other words, your selection is objective in that you 
do not wait for any indication oF something being wrong in that area 
before you go into it ? 

Mr. Brair. That is correct. However, we do receive reports from 
people within the agency and go into them if warranted. For in- 
stance, that was one of the prime reasons we went down to Nouaseur, 
North Africa. 

Mr. Fascetzi. Where is that ? 

Mr. Buatr. Morocco. The Air Materiel Command has a large 
depot located there. We were going in there a year ago and we de- 
ferred examination because of one factor that is classified. Then we 
got information that the situation was really bad and we went in 
there. That would be an instance where we initiated an audit on the 
basis of a confidential report that an area needed attention. 

Tab E of the brief presented to you sets out the criteria used for 
the establishment of work programs. 

I might point out that each office recommends its own program and 
sends it into Paris for coordination. 

Mr. Fascety. This criteria that you are talking about is in this 
overall brief ? 

Mr. Buar. That is right. 

Mr. Fascetxi. Could we include that in the record completely ? 

Mr. Bua. Yes. 

(The material referred to is as follows :) 


CRITERIA FOR ESTABLISHMENT OF WORK PROGRAMS 


The primary problem encountered in planning the operations of the branch is 
that of selectivity. In view of the significant sums of taxpayers’ money being 
spent and our inability to comprehensively review all United States activities 
within our geographical confines, areas wherein the greatest amount of appro- 
priated dollars are scheduled for expenditure are given first consideration. This 
has been and probably will continue to be the primary criterion in the develop- 
ment of proposed work plans. Subsidiary to the dollar consideration is our 
desire to carry out a well-rounded and balanced review program of United States 
activities within available manpower resources. 

Some of the specific criteria utilized by the field station managers, program 
supervisors, and staff assistants to the Director in the formation of branch- 
initiated work plans are briefly summarized below : 

1. Followup of findings developed during previous reviews—whenever practical, 
followup reviews are initiated within 1 year after we report areas of deficiency 
to management. This is done in order to satisfy ourselves that appropriate 
corrective action has been taken. 

2. Offshore procurement summaries developed by J-4, United States European 
Command. 

8. Financial inventory accounts and other fiscal reports in the military supply 
area. 

4. Various other financial and statistical summaries to which we have access 
from originating agencies. 

5. Listings of United States contracts. 

6. Liaison with major headquarters of military commands. 
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7. Coordination with internal audit agencies—to avoid duphecation of efforts 
and to assure maximum coverage of United States activities. 

8. Coordination requirements of Headquarters Office—scheduling of reviews 
of similar activities concurrently with those planned stateside. 

9. Historical reports issued by major commands. 

10. Listings of military locations. 

11. Complainants. 

Another example of unanticipated workload would be Comptroller General 
requests stemming from congressional desires on matters of current and imme- 
diate interest. 

To illustrate the manner in which the responsible operating division outlines 
the scope of work to be undertaken and the objectives to be achieved by the 
Branch, and the manner in which the Branch implements such workplans, 
pertinent documents and correspondence relative to the work-planning stage of 


assignment NB 
appendix A. 
of their purpose follows: 


EXHIBIT 


A. MDAP audit program. 


B. Message dated October 16, 1956, 
from OASD/LSA to interested MAAG’s. 
Message is classified. 

C. Letter dated November 7, 1956, 
from GAO/W to EB. 

DD. Classified summary of probable 
areas of weakness developed by 
GAO/W. Message is classified. 

E. Suggested work assignments. 


F. Letter dated November 26, 1956, 
from EB to EUCOM. 


G. Memo dated November 28, 1956, 
from EB Paris to EB Frankfurt. 


H. Letter dated December 4, 1956 
from European Branch to American 
Emhassy, Germany. 

I. Supplementary spare parts pro- 
gram. 

J. Audit 
MAP/EUCCN. 


assignment sheet for 


K. MAP—Review instructions. 
L. MAP—Reporting instructions. 


Implementing by branch 


230—review of military assistance program—is contained in 
The planning documents involved as well as a brief explanation 


EXPLANATION 


Issued by operating division to com- 
municate and coordinate review objec- 
tives. 

To inform MAAG's of pending GAO 
review through military channels. 


General planning instructions. 


To inform MAAG’s of pending GAO 
ent areas of weakness. 


To assure availability of required 
manpower and inform individuals of 
pending travel assignments. 

To apprise management of work 
plans and to make necessary transpor- 
tation and security arrangements. 

To inform field office of specific work 
plans. Similar memos sent to other 
field offices. 

To arrange necessary visas. 


Additional guidance developed 
GAO/W to assist European Branch. 
To communicate general instruc- 
tions—Similar assignment sheets pre- 
pared for other locations. 
Implementing review instructions de- 
veloped by European Branch. 
Implementing reporting instructions 
developed by European Branch. 


by 


Suggested work program for a 6-month period are submitted to the Director 





semiannually by the field station managers and program supervisors, the former 
within their geographical areas of responsibility and the latter within their 
functional areas of responsibility. The Director and his staff assistants review 
the suggested work programs and an overall work program for the branch is 
formulated. This work program is then submitted to Washington for coordina- 
tion with stateside programs and for final approval. 

For all branch activities, including congressional requests, the Director deter- 
mines whether accounting, auditing, or investigative techniques, or a combina- 
tion thereof, should be used to best fulfill work-program objectives. By so 
doing, all the tools or special talents available to the branch are utilized to the 
fullest and most effective degree in the execution of its program responsibilities. 

In many instances, we find it necessary in Europe to initiate special projects 
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in the accomplishment of our investigative responsibilities. Such special proj- 
ects or assignments are necessary in view of our inability to sustain a general 
audit-accounting-investigation program within each major organizational entity 
found in this overseas area. However, whenever matters arise requiring investi- 
gative techniques for which a general program is in process, the special assign- 
ment is made a part of the general program whenever practicable. 

Investigative assignments arise from three principal sources: (1) Congres- 
sional requests forwarded to us by the Washington office; (2) information 
developed or received during fieldwork on audit assignments (this includes 
material referred to us by the Washington office and data developed in Europe) ; 
and (3) complaints, allegations, or other information received from (a) United 
States military and civilian agency personnel, (b) confidential informants, and 
(c) newspaper and magazine articles. These assignments are normally referred 
to European branch investigative staff personnel. 

To illustrate the manner in which we implement our work plans for a branch- 
initiated-type assignment, pertinent work-planning documents for a current as- 
signment—-BE 839—Review of Army Signal Supply Activities—are contained in 
appendix B. The planning documents involved as well as a brief explanation 
of the purpose served by each follows: 


EXHIBIT EXPLANATION 


A. Assignment sheet. 
B. Audit program—Signal. 
Supply Control Operations. 


C. Audit 


To communicate general instructions. 

To outline scope of review and ob- 
jectives to be attained at Supply Con- 
trol Agency. 


program—Depot To outline scope of review and ob- 


Opera- 





tions. 

D. Trip report dated April 13, 1957. 
Contacts made with CONE and Signal 
officials. 

E. Review of Signal Supply Opera- 
tions—W orkplanning. 

F. Letter dated June 19, 1957, from 


European Branch to Air Foree Auditor 
General, 


jectives to be attained at Signal Depots. 

To inform management officials of our 
review objectives and to make neces- 
sary work arrangements. 

To communicate and coordinate basic 
workplans. 

To coordinate our 
with those of the 
within the Air Force. 


activities 
General 


audit 
Auditor 


PROGRAMING OF REVIEW ASSIGN MENTS 


From a work-planning viewpoint, the reviews performed by the European 
branch of United States activities in the European, North Africa, and Near East 
areas can be broken down into two major categories; those initiated or coor- 
dinated by the Civil or Defense Accounting and Auditing Divisions, headquar- 
tered in Washington, D. C., and those initiated and coordinated by the branch. 
The manner in which review assignments are programed, and the workplans 
made to implement approved assignments is discussed in succeeding paragraphs. 


Programing by headquarters office 


Since the reorganization of the General Accounting Office on July 1, 1956, 
which placed greater emphasis on Department of Defense activities, a larger 
proportion of branch assignments have been initiated, controlled, and coor- 
dinated by the respective operating divisions headquartered in Washington, 
D. C. The considerations which go into the programing of such assignments 
are, of course, beyond branch competence or responsibility. A notable example 
of an assignment initiated and coordinated by Washington staff was the world- 
wide review of the military-assistance program. Branch participation in this 
worldwide review was limited to an examination of six country programs in the 
Huropean and Near East areas. 

The branch is usually informed by the responsible operating division of pend- 
ing reviews of this nature in sufficient time to incorporate the assignment within 
its projected work program. However, there are occasions when the urgency 
of a particular matter does not allow for its advance programing, in which 
event substitutions within the exicting branch work program must be made and 
certain assignments deferred until a later date. This condition occurs when 


the findings developed during a review conducted either in CONUS or Europe 
require that the scope of the work be extended beyond that originally contem- 
plated, so as to include other related activities or locations. 
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Mr. Fascetx. I think that is a very fine point Mr. Carlson brought 
out, and we ought to have the criteria established for the programs 
used. 

Mr. Buarr. We have included examples of our work programs in 
tab E of the brief. They are the instructions we give the field officers 
on how to perform the audit. 

Mr. Potanp. Is that appendix A? 

Mr. Buarr. Yes. We have given you two examples. One is the 
MDAP audit program. We also gave you examples of the Huropean 
branch programing. You see how the Washington office operates and 
how this office operates. 

Mr. Fasceti. What tab are you talking about ? 

Mr. Buarr. Tab E. There are four pages of that, including a state- 
ment on the criteria for establishment of work programs, prepared 
at the request of the staff members 

Mr. Fasce.ti. You are talking about appendix A of that tab? 

Mr. Buarr. Yes; and also exhibit B of tab EB. 

Mr. Fascetz. Appendix A deals with the MDAP audit program ? 

Mr. Brarr. The classified data of that appendix is not put in. It 
is available for your review. It is the program that we received from 
Washington pointing out the area that they want examined. It is 
a working paper. 

Mr. Mon'rcomery. I understand that you have something noted here 
as being omitted because of classification. 

Mr. Buatr. That is right, but it is available for the committee. 

Mr. Fascetx. This is a step-by-step summary of how you go about 
setting up your program; is that right ? 

Mr. Rosensercer. That is right. 

Mr. Fascetx. In this narrative you are telling this committee how 
that is done ? 

Mr. Rosenpercer. By giving you copies of actual documents used 
in this program. 

Mr. Fasceity. Exhibit A of tab E that we are talking about, headed 
“MDAP Audit Program,” is an extract of the actual document setting 
up this work program ? 

Mr. Rosensercer. It is the document. 

Mr. Fasceti. With the classified material extracted ? 

Mr. Rosensercer. Which is available to you, sir. 

Mr. Fascett. MDAP means what ? 

Mr. Coons. Mutual defense assistance program. 

Mr. Fascetu. This is a working paper which dealt with the world- 
wide summary on military assistance ! 

Mr. Rosenpercer. That is correct. 

Mr. Fascetyu. For two reasons, I think it ought to be in the record. 
It deals with the current program, which is of tremendous interest, 
and it also sets out the actual technical steps by which you get into 
these things. From that standpoint, unless there is objection, we will 
include appendix A in the record immediately following the other. 

Mr. Buarr. Mr. Chairman, for your consideration this program 
represents our modus operandi. A businessman does not like to let 
an outsider know how he runs his shop, let me put it that way. I 
suggest that consideration be given to not making the appendix at the 
back of the report a part of the record. This is a working paper on 
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how we operate and that would be valuable to your staff in evaluating 
the effectiveness of how we operate, but as far as putting it in the 
record—it might not be advisable. 


Mr. Fasceit. You have convinced me. Without objection, we will 
take it out of the record. 


Mr. Potanp. Mr. Blair, I am referring now to tab H and my in- 
quiry is whether or not this would be a good place to insert that in the 
record, so that it would serve as a basic of explanation for your work- 
ing directions? ) 

Mr. Buatr. That is correct. I might point out that this was pre- 
pared at the request of counsel. I considered it a very excellent state- 
ment on the various aid programs and authorizing legislation. 

Mr. Fascets. You are talking about programs under mutual secu- 
rity legislation ? 

Mr. Buatr. That is right. This ties in the aid programs with the 
source of funds and overall legislation. It is very good. 

Mr. Fasceti. You feel that this would be extremely helpful ? 

Mr. Buatr. Ido. It is helpful to us in our operation and it is helpful 
to any new man. It ties in information that is spread over a number of 
documents on source of funds and congressional intent. 

Mr. Fasceti. Without objection, we will include the first part of tab 
H which is the legal-sized paper headed “Programs Under Mutual 
Security Legislation.” 

(The document referred to is as follows :) 


PRoGRAMS UNDER MUTUAL SECURITY LEGISLATION 
European Branch, General Accounting Office 
INTRODUCTION 


United States assistance to foreign countries had its inception at the he- 
ginning of World War II in the form of the lend-lease program. Lend-lease 
generally consisted of military assistance. During the later stages of the 
war and immediately afterward, the emphasis shifted to relief and rehabilita- 
tion. This type of aid was administered initially by military authorities. After 
the end of hostilities, such assistance was expanded widely by UNRRA (United 
Nations Relief and Rehabilitation Administration) to which the United States 
contributed heavily. 

In the postwar period the United States furnished large-scale economic 
and military aid to Greece and Turkey under the Greek-Turkish Aid Act of 
1947. Subsequently, the Marshall plan was instituted to reconstruct the eco- 
nomics of war-damaged countries, primarily in EKurope. Under the Marshall 
plan large-scale industrial and agricultural raw materials, supplies, and equip- 
ment, as well as essential consumer goods, were supplied mainly as outright 
grant aid. 

During the course of Marshall plan aid, a gradual shift in emphasis to 
so-called technical assistance was developed. At the outbreak of the Korean 
war and the development of NATO, United States aid shifted sharply back to 
military assistance. Somewhat later, the pendulum swung toward a renewed 
emphasis toward economic aid in its own right as well as necessary support 
to military programs. This latest phase of United States assistance was cov- 
ered under four organic statutes: The Economic Cooperation Act of 1948, as 
amended; Mutual Defense Assistance Act of 1949, as amended; Mutual Security 
Act of 1951, as amended; and the Mutual Security Act of 1954, as amended. 
The Mutual Security Act of 1954 repealed the earlier statutes and, together 
with later amendments, remains the basic legislation for United States foreign- 
assistance programs. 

Pursuant to the authority in the Mutual Security Act of 1954, Executive 
Order 10575, dated November 6, 1954, delegated various foreign-aid functions 
of the President to the Secretaries of State and Defense. The chief of the 
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United States diplomatic mission in each country serves as the channel of 
authority on foreign policy and provides foreign policy direction. The chief 
of the mission coordinates the activities of the economic and technical assistance 
mission, military assistance advisory group, and other representatives of United 
States agencies in such country engaged in carrying out programs under the 
Mutual Security Act. Also, the chief of the mission has responsibility for 
assuring the unified development and execution of the programs in such 
country. 

The chief of the diplomatic mission in the various foreign countries is the 
head of the country team which includes the chief, military assistance advisory 
group; chief, United States operations mission; and the head of the foreign 
information staff. 

GENERAL PROGRAMS 
Military assistance 


Current mutual aid falls into two major categories: Military assistance 
administered by the Department of Defense and economic assistance admin- 
istered by the International Cooperation Administration. Military assistance 
includes the furnishing of military supplies and equipment, the direct training 
of the armed forces of our allies, infrastructure for the North Atlantie Treaty 
Organization (NATO), and direct forces support.’ Military assistance is fur- 
nished to friendly foreign countries under mutual defense assistance bilateral 
agreements executed between the United States and the countries receiving 
such assistance. 

Military end items.—End-item assistance generally consists of the furnishing 
of military end items to nations maintaining forces committed to the common 
defense of their respective areas. Military end-item assistance is also fur- 
nished where such aid is deemed necessary to assure the internal defense and 
stability of foreign countries. The furnishing of military end items is generally 
restricted to fulfilling military deficiencies under United States approved 
criteria. 

The military assistance advisory group (MAAG) in the various countries ad- 
minister the military assistance program in accordance with the mutual defense 
assistance agreements and implementations thereto under the overall direction 
of the Assistant Secretary of Defense for International Security Affairs. 

Direct forces support.—Programs for direct forces support are designed to 
give the military establishments of Allied countries direct support in the form 
of food, uniforms, petroleum products, construction materials, and other con- 
sumables in addition to the military end items which these countries are re- 
ceiving. Direct forces support is extended where, despite the military equip- 
ment and training which a country is receiving, it is unable to develop and main- 
tain without further help, the size and kinds of forces which are important from 
a standpoint of United States security. The Department of Defense has ad- 
ministered the direct forces support program since fiscal year 1956. Prior to 
fiscal year 1956 direct forces support was administered within the economic aid 
programs outside the Department of Defense. 

Offshore procurement.—Offshore procurement (OSP) financed under mutual 
security and Department of Defense legislation is the purchase of military 
equipment and supplies from sources outside the United States for delivery 
under the military assistance program (MAP) to friendly foreign countries.* 
It does not, when financed under mutual security legislation, include the pro- 
curement abroad of supplies for the United States Armed Forces, OSP is an 
integrated part of MAP programing and execution, and OSP orders are placed 
only to fill specific and approved military deficiencies within MAP. 

OSP contracts are let by the procurement officers of the three services pur- 
suant to the terms of bilateral agreements concluded with the various foreign 
countries. The contracts are placed on the basis of refined programs developed 
by the three military departments and approved by the Assistant Secretary of 
Defense for International Security Affairs, to supply the necessary military end 
items within the limits of available MAP and Department of Defense appro- 
priations. 


1Ch. 1, title I, Mutual Security Act of 1954. as amended. 

21952 Mutual Security Act (financed out of general military aid funds), Mutual 
Security Act of 1954, sec. 103 (¢). Specific authority for CSP repealed by see. 2 (c) of 
Mutual Security Act of 1955, generally authorized thereafter by sec. 102 of the 1954 act, 
as amended, 

*OSP finaneed by various Mutual Seeurity and Department of Defense Avpropriatien: 
Acts since 1952. From inception of program in fiseal year 1952 through May 81, 1957, 
$4.900 million has been expended under OSP. 
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NATO infrastructure program.—The NATO infrastructure program provides 
the additional military facilities which are needed for the effective support of 
NATO’s integrated combat forces. It consists of such essential facilities as war 
headquarters, telecommunications, airfields, naval bases, petroleum, oil, and 
lubricants (POL) facilities, radar and loran installations, and training areas. 

Total cost of the program is distributed amongst the various NATO countries, 
the United States net share (after credit for taxes paid) amounting to approxi- 
mately $795 million or 40 percent of a total of $2 billion at December 31, 1956.‘ 

United States participation in the infrastructure program is funded under 
mutual security legislation. Administration of the program involves a coopera- 
tive effort including civilian and military staffs comprised of delegates from 
the various NATO countries.® 


Economic assistance * 


Although all aid that is not concerned with the provision of military supplies 
and direct training to the armed forces of our allies is designated as economic as- 
sistance, this simple division is not clear, since defense support is related to 
military affairs. 

Defense support.—Defense support is a general program of economic assistance 
designated to support the military efforts of countries which are receiving mili- 
tary assistance.* Its character and nature are indistinguishable from economic 
or development assistance. Defense support programs are administered by the 
International Cooperation Administration. 

Commodity assistance.—Commodity assistance is generally the direct furnish- 
ing of commodities and can be a part of defense support, direct forces support, 
or famine and emergency relief. Commodity assistance may be furnished on a 
sale or grant basis. The furnishing of commodities conserves the foreign ex- 
change reserves of the recipient nation and the equivalent value in local currency 
is generally utilized to promote further economic development of the recipient 
country. 

Surplus agricultural commodities.—Surplus agricultural commodities enter 
into the foreign-aid program under section 402 of the Mutual Security Act of 
1954, as amended, and the Agricultural Trade Development and Assistance Act 
of 1954 (Public Law 480), as amended. Both acts provide for the sale of 
surplus agricultural commodities and for the use of the proceeds to further the 
purposes of the two acts. The former act is a foreign-aid bill, and although the 
latter is primarily domestic in significance, proceeds from sales thereunder may 
be used to procure military items for the common defense and to finance the 
purchase of goods or services for other friendly countries without charge to 
mutual security appropriations. This Agricultural Act also provides for emer- 
gency and famine relief on a grant as well as sales basis. 

Section 402 of the Mutual Security Act provides that a certain minimum 
quantity of the funds made available pursuant to the act shall be used to finance 
the export and sale for foreign currencies of surplus agricultural commodities, 
in addition to such commodities transferred pursuant to the Agricultural Trade 
Development and Assistance Act of 1954. Funds are not specifically appro- 
priated to finance the sale of surplus agricultural commodities under mutual- 
security legislation. 

The transfer of surplus agricultural commodities funded from mutual-secu- 
rity appropriations is administered by the International Cooperation Adminis- 
tration and transfers under the Agricultural Act are administered by the De- 
partment of Agriculture. All sales are made pursuant to bilateral agreements 
with the recipient countries. These agreements are negotiated by the Depart- 
ment of State after interested United States agencies (Agriculture, ICA, State, 
Budget, Defense, Commerce) have reached accord with respect to a program 
consisting of commodities to be exported and the use of local currencies to 
be received. 

Industrial project assistance.—Industrial project assistance consists of the 
financing of specific projects, as opposed to the furnishing of needed commod- 


* Various foreign aid and mutual security appropriations from 1952 to 1956 provided 
a total of $610.2 million for infrastructure. 


aes, Mutual Security Act of 1951. See. 104, Mutual Security Act of 1954, as 
amended. 

®* Belgium, Canada, Denmark, France, Germany, Greece, Ireland, Italy, Luxembourg, 
Netherlands, Norway. Turkey, United Kingdom, and the United States. 

7 Titles I, II, and III of the Mutual Security Act of 1954, as amended. 

§ Ch. 3, title I, Mutual Security Act of 1954, as amended. 

* Program is administered by the International Cooperation Administration. 


; 
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ities, to promote industrial expansion. The industrial project program in 
Europe with United States aid funds has been completed. Under the Marshall 
plan the basic objective was the rehabilitation and reconstruction of normal 
productive facilities. With the advent of the Korean war, the emphasis shifted 
under successive extensions of the Economic Cooperation Act of 1948 and the 
Mutual Security Act of 1951, as amended, toward increasing production capacity 
for rearmament and mutual defense. 

Under title II, Development Assistance, of the Mutual Security Act of 1954, 
as amended, similar projects are authorized to promote the economic develop- 
ment and to help maintain economic and political stability in free Asia, the 
Middle East, and Africa. 

Programs for industrial project assistance are administered by the Inter- 
national Cooperation Administration. 

Technical assistance—Technical assistance and technical cooperation (point 
IV) are essentially the same, the former generally relates to projects for demon- 
stration, training, surveys, and the like in Europe, while the latter generally 
relates to such projects in various underdeveloped areas of the world. Although 
the terms are often used interchangeably, technical assistance projects in Hurope 
and other advanced areas are implemented pursuant to general authority con- 
tained in title I of the Mutual Security Act of 1954, as amended, while technical 
cooperation in underdeveloped areas is specifically covered in title I1I of the act. 
The technical assistance programs are administered by the International Coop- 
eration Administration. 

In Europe, the program initially emphasized the increase in production of 
existing industrial facilities. Secondary emphasis was laid on agricultural pro- 
duction. As physical production increased, efforts were directed toward greater 
productivity ; that is, increasing man-hours output. 

Benton-Moody amendments.—The so-called Benton-Moody amendments were 
enacted to foster our programs to increase productivity, reduce monopolies and 
eartels, and otherwise to further free enterprise in Europe. The Benton amend- 
ment declared that the mutual-security program should be administered so as 
to discourage cartels and monopolies, increase productivity and competition, and 
private development of the resources of foreign countries, and promote and 
strengthen free labor unions.“ The Moody amendment provided that counter- 
part resulting from $100 million of mutual-security aid would be used exclusively 
for revolving funds to carry out the purposes of the Benton amendment.” 


LOCAL CURRENCY 
Counterpart 


Countries receiving commodity aid under mutual security legislation are gen- 
erally required to deposit local currency in a special account in amounts equiva- 
lent to the dollar value of the commodities received.“ These deposits are what 
is commonly referred to as counterpart and are not required when the com- 
modities received are military end items or direct forces support under the 
military assistance section of mutual security legislation. A portion of such 
counterpart is made available to the United States for its requirements and the 
remainder is utilized for programs for which funds made available by mutual 
security legislation would themselves be available. 


Local currency-sales proceeds 


Local currency sales proceeds are those funds derived from sales of surplus 
agricultural commodities under both the Mutual Security Act of 1954, as 
amended, and under the Agricultural Trade Development and Assistance Act 
of 1954, as amended (Public Law 480). Foreign currency proceeds accruing 
from such sales are deposited in United States disbursing officer accounts and 
may be used to further the purposes of the two acts. 


Contributed currencies 


Contributed currencies are local currency funds made available by foreiga 
countries for the administrative support of United States activities under the 
various mutual defense assistance agreements. These local currencies partially 
support activities of the military advisory assistance groups (MAAG) and the 
military procurement offices. 


1 Sec. 516. Mutual Security Act of 1951. 
11 See. 115K. Economic Cooperation Act of 1948, as amended. 
12 Sec, 142 (b), Mutual Security Act of 1954, as amended. 


98996—58—_—4 
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SPECIAL PROGRAMS 


Facilities assistance program 


This program is concerned with the establishment and expansion of facilities 
which are required for the manufacture and maintenance of essential military 
equipment and components.“ The foreign country must contribute an equitable 
share toward the projects for which United States assistunce is requested. The 
United States contribution is in the form of production equipment and technical 
assistance while the foreign government provides land, buildings, labor, mate- 
rials and some equipment.* The program is administered by the Department 
of Defense through a director of facilities assistance located in Paris. 


Mutual weapons development program 


This program was initially authorized by the 1953 Mutual Security Act as the 
mutual special weapons program which had for its purpose the procurement of 
advanced weapons through NATO countries.” In 1954 the concept was changed 
to provide for United States assistance in the development of promising weapons 
already being developed by the NATO countries.” The conditions of United 
States assistance are set forth in bilateral agreements and in implementing 
agreements covering specific items for development.” 

The program is administered by the director of the mutual weapons develop- 
ment program located in Paris. Program guidance and policy direction is fur- 
nished by the Assistant Secretaries of Defense for Research and Engineering 
and Secretary of Defense, International Security Affairs, with the advice and 
consultation of the various departmental assistant secretaries for research and 
development. 


OTHER PROGRAMS 


In addition to the general and special aid programs described above, mu- 
tual security legislation provides for various other programs such as refugee 
relief and escapee program, special manufacturing in the United Kingdom, and 
special assistance in joint control areas.” 


FOREIGN AID BILATERAL AGREEMENTS 


The implementation of the various aid programs generally is accomplished by 
specific agreement with the foreign country. Usually these undertakings are 
executed under statute or independently by the executive department to definitize 
the operation, scope, and mutual understandings relating to a particular program, 


Mutual defense assistance and economic cooperation 


Section 142 (a) of the Mutual Security Act of 1954, as amended, enumerates 
the essential provisions to be contained in agreements as prerequisites to the 
furnishing of mutual defense assistance under title I of the act. 

If the furnishing of materials or commodities will result in the accrual of 
proceeds to the recipient country, section 142 (b) of the Mutual Security Act 
of 1954, as amended, requires that agreement be reached as to the establishment 
of a special account for the generated counterpart funds. The agreements gener- 
ally cover the operational and fiscal aspects of the aid program within the dis- 
cretion of the two governments. 


Offshore procurement (OSP) 

Memoranda of understanding relating to procurement practices, mutual respon- 
sibilities, and duties are executed to implement United States military pur- 
chases outside the United States. These agreements generally provid that the 
governments of countries in which OSP contracts are let shall not realize a profit 
from those contracts. The agreements generally provide that contracting shall 
be in accordance with United States law. 


18 Sec, 102 of the Mutual Security Act of 1954, as amended. 

“Through June 30, 1957, approximately $56 million has been programed from general 
military assistance appropriations. 

5 See, 542 of the Mutual Security Act of 1951, as amended. 

16 See, 102 of the Mutual Security Act of 1954, as amended. 

17 Through fiscal year 1956, projects totaling approximately $64 million have been 
yrogramed, 
18 Sees. 122, 403, and 405, Mutual Security Act of 1954, as amended. 
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Surplus agricultural commodities 


Agreements for the sale of surplus agricultural commodities to friendly coun- 
tries for foreign currencies are executed pursuant to section 101 of the Agricul- 
tural Trade Development and Assistance Act (Public Law 480) and section 402 
of the Mutual Security Act of 1954, as amended. These agreements generally 
provide for the commodities to be furnished, the method of payment, and the 
purposes for which local currencies accruing from these sales will be utilized. 


Redistributable property 


Under section 511 (c) of the Mutual Security Act of 1954, appropriate arrange- 
ments are to be made with each recipient country for the return of unneeded 
equipment or materials to the United States for salvage or scrap, or for such 
other appropriate disposition as may be deemed to be in the interest of mutual 
security. 

Exempt taxes 


Agreements are entered into with recipient countries to obtain appropriate 
local tax exemption incident to mutual assistance operations within such coun- 
tries. 

Mutual weapons development program 


The conditions under which United States funds are granted to aid in the 
development of new, promising weapons are set out in detail in agreements with 
participating countries. In particular, the rights of the United States and NATO 
to use of the developed item, together with technical drawings, etc., are preserved 
by agreement. 

Patents 


Mutual defense assistance agreements usually provide for the later negotiation 
of arrangements respecting patents and technical information. The extent of 
military procurement within a particular foreign country determines the neces- 
sity for negotiation of patent agreements. Generally, foreign government owned 
patents or technical information are made available for the production of mili- 
tary end items without contract charge to the United States. 

Facilities assistance 


No statutory requirement exists for the execution of agreements. However, 
as in other special programs, understandings have been reached with the foreign 
countries which contemplate supplementary agreements covering specific projects. 
Technical cooperation 


Agreements with underdeveloped countries cover technical cooperation pro- 
grams as enumerated in section 302 of the Mutual Security Act of 1954, and 
contain the Presidential determinations made under section 303 of the act which 
are prerequisite to the furnishing of assistance to the recipient country. 
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Distribution of fiscal year 1957 mutual-security authorization by region, country, 
title, and function 
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Mr. Montcomery. That is all I have, Mr. Chairman. 

Mr. Fasceiu. I want to get back to exhibit J and the report on the 
history, organization, and operations of the European Branch of the 
General Accounting Office. I notice that in the first group you have 
reports which have been submitted to congressional committees. You 
tell me that these are reports which originated in the European Branch, 
but the decision to submit them to congressional committees was made 
in Washington. 

Mr. Buatr. That is right. 

Mr. Fasceti. The next group is that of reports submitted to depart- 
mental headquarters in the continental United States. You have 
quite a large group there, beginning on page 4, and then, on page 6 of 
the ex xhibit, or page 53 of the report, you have reports being processed 
in the W ashington office of the General Accounting Office. What is 
the difference between reports submitted to departmental headquarters 
in the continental United States and reports being processed ? 
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Mr. Buatr. Reports being processed in Washington is an earlier 
step in the procedures in releasing the report. 

Mr. Fascetu. This group, entitled “Reports Submitted to Depart- 
mental Headquarters,” is a list of reports which has actually been 
finalized in the European Branch after you have turned them loose? 

Mr. Buarr. That is right. 

Mr. Fasceru. Any further handling of it is strictly up to the 
Washington office ? 

Mr. Buatr. That is right. The Washington office has processed it 
and sent it over to the departmental headquarters for the purpose of 
determining the accuracy of the report. That is, whether there were 
any factors that might affect the decision that we did not develop 
in the course of our examination. Upon receipt of a reply from the 
Department, consideration is then given by the office as to the necessity 
of submitting this report, for additional action, to the Congress. 

Mr. Fasceti. Wait a minute. Let me see if I understand that right. 
You are talking about reports submitted to departmental head- 
quarters ? 

Mr. Buatr. That is right. 

Mr. Fascetzx. This group of reports by the Washington office is 
then submitted to the agency involved for any additions or sugges- 
tions or recommendations that they may have, and then the Washing- 
ton office decides what action they will take on those additions, sug- 
gestions, or recommendations / 

Mr. Buarr. That is right, sir. In other words, there is not an 
automatic 

Mr. Fascetu. I understand that, but what I am getting at is that 
your report originates here, and then somebody in Washington decides 
what agency ideas are going to be incorporated or forgotten? Is that 
a correct statement of the facts ? 

Mr. Buarr. That is right. In other words, we conduct an examina- 
tion, for example, at Chateauroux. We clear it with the commanding 
general there, and we submit the report to the Little Pentagon, you 
might say, here. We clear it with the AMC Headquarters in Europe. 

Mr. Fascetit. What is AMC? 

Mr. Biatr. Air Materiel Command. 

Mr. Fasceti. With respect to that particular operation at Cha- 
teauroux ? 

Mr. Bua. Yes. 

Mr. Fascexy. In other words, you submit your report here to the 
highest agency in Europe responsible and get the benefit of their 
comments and suggestions and whatnot ? 

Mr. Biarr. That is right. 

Mr. Fascety. Then you make a decision locally as to whether you 
want to incorporate them or not ? 

Mr. Brarr. There is an automatic transmission from here of what- 
ever they tell us. 

Mr. Fasceti. The review officer in Washington has the benefit of 
what your original report is, together with the comments or sugges- 
tions of the highest agency in Europe dealing with that report ? 

Mr. Buam. Yes. 


Mr, Fascetu. They take it over there and submit it to the next high- 
est level ? 
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Mr. Buarr. If it is warranted, it will go up to AMC for final action. 
In cost cases, it is. Then General Rawlins responds and maybe the 
problem is resolved. It will only serve an information purpose then, 
but, even so, they may feel Congress is sufficiently interested. 

Mr. Fasce.u. It is at that point, after it has been submitted by the 
General Accounting Office in Washington to the highest command 
in the United States, that the report becomes finalized. It does not 
come back to the European branch ? 

Mr. RosENBERGER, On a few occasions after they have gotten the 
departmental headquarter’s comments and incorporated those in the 
report, they will send that report back to us for our consideration. 

Mr. Fascety. In other words, if the review officer there feels they 
are too far apart and something is amiss, he will send it back to the 
originating agency to take another look ¢ 

Mr. Rosensercer. That is correct. 

Mr. Buair. Or we can verify information supplied there. 

The whole thing is to get an accurate report developing all of the 
facts. 

Mr. Montcomery. Could you give any idea as to the time lag, from 
the time you finish an audit and the final report ? 

Mr. Buarr. I can with respect to the European branch. We recently 
made a study to determine how we could improve our operation. We 
have cut the processing time from the completion of the fieldwork 
until we can release the report to Washington down to2 months. That 
takes in the preparation of the report, submission of the report to the 
agency headquarters, and getting the answer back. 

Mr. Montcomery. Are you getting timely responses from the head- 
quarters ¢ 

Mr. Buarr. We have had material improvement in that area with 
greater cooperation from the military. We recently worked out a 
liaison agreement with EUCOM headquarters where they are asking 
subordinate commands to submit responses to our reports within 30 
days. We have developed an expedited procedure in the sense that 
when a man has completed his fieldwork at the site, he is supposed 
to write up a draft report within a week after the work has been 
completed. The commanding general and his staff are given the 
opportunity of a week or 10 days—whatever is required—to review 
that report and then discuss it and develop additional information. 

Mr. Fasceti. Let me ask you a question on that point. At the 
point where the draft report 1s submitted to the military commander 
of the installation, who paki a whether or not as a result of the mili- 
tary commander’s review, suggestions or observations will or will not 
be made a part of the draft? 

Mr. Buarr. In the final analysis, I do. 

Mr. Fasce.u. Suppose you do not know anything about it ? 

Mr. Biarr. The program supervisor 

Mr. Fascetxi. The point is, Who gets the draft report back after 
it has been submitted to the military commander? That is the thing 
I want to know. It is the man who made the investigation, is it not ? 

Mr. Brat. That is right. The party leader and then it is reviewed 
by the program supervisor. 

Mr. Fascety. Does the party leader have the authority to write up 
and submit a draft report in such a manner as he may see fit or deem 
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necessary to the program supervisor? He obviously could not operate 
any other way? 

Mr. Bram. He is given guidelines, Looking at it from the stand- 
point of whether he will exclude information, he has to report what 
he develops. His working papers will contain it. 

Mr. Fascer1. In other words, the working papers will indicate all 
of the recommendations, observations and suggestions of the local 
military commander and the program supervisor, if he deemed it 
necessary, could make a comparison of the working pape rs and the 
draft report to determine what judgment was exercised by the party 
leader in putting things in the report suggested by the military com- 
mander or leaving them out? 

Mr. Buarr. The program supervisor has the authority, if he is in 
disagreement, over the party leader and then it goes to Mr. Rosen- 
berger and he can disagree and then it comes to my desk for decision. 

Mr. Fasceri. Have you had any problems that have come to your 
attention with respect to matters lh or excluded that originated 
from a military commander? 

Mr. Briatr. As to whether or not the military commander’s view- 
point should or should net be considered ? 

Mr. Fascerx. Yes. 

Mr, Biatr, Well, it isthe policy of the office 

Mr. Fasceti. What I am trying to get at, is this a major problem, 
no problem, a daily problem, or w hat ? 

Mr. Bratr. It is no problem. You report what the man tells you. 
You are not evaluating it at that point. Ifthe man tells you that it is 
black, you report that he said it’s black. 

The policy of the office is to report what that commanding officer tells 
you. You are not there to tell him whether he is telling you the truth 
or not. The subsequent evaluation of the facts will show that. 

Mr. Fascetx,. What we are trying to determine is the effect, if any, 
that a local military commander would have on the report submitted 
by the European Branch. That depends on the effect he has on the 
first draft report. Does he have any? 

Mr. Buiatr. T would say no, Mr. Chairman. In other words, in 
developing the facts, you try to get the full story. He presents what- 
ever story he wants. If something is black and he wants to call it 
white, he can go ahead. You will see the facts, his comments, our 
evaluation of them and then you make the decision, or whoever re- 
views it. It is just a matter of getting his side of the story. He has 
the opportunity, if he disagrees, to say so, or if wé have made an 
erroneous reporting of the facts, or if we have not developed all of 
the facts he can call it to our attention. 

Mr. Fasceiu. How about findings and recommendations which are 
developed subsequent to the recommendations of the party leader? 

Mr. Bratr. We have disagreements on that. We have received 
comments where they disagree with our evaluation. 

Mr. Fasceti. Findings and recommendations are not submitted to 
the local military commander, are they ; or are they ? 

Mr. Brarr. Your recommendations will in the final analysis be 

made at that particular stage. If the man comes through with 
facts 
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Mr. Fascerx. If I understand you correctly, the party leader begins 
in a rough shape to finalize the recommendations of an eventual report 
a on the spot ¢ 

r. Buatr. That is right. 

Mr. Fascety. Those are refined and modified as you go along? 

Mr. Buarr. That is right. In other words, when the draft report 
is submitted to a commanding officer, he will have the benefit of our 
factual findings and what the fieldman’s opinion is. He may recom- 
mend a certain course of action. The purpose of that interview is not 
to clear that finally but to air the facts. He can agree or disagree’ 
with the findings. If he disagrees we will say so. 

Mr. Fascety. Have you had any difficulty obtaining information 
from any agency? By that I mean either directly or indirectly which 
would indicate a lack of cooperation ? 

Mr. Bratr. We have had instances where the work has been im- 

eded by virtue of existing regulations or security regulations. For 
mstance, in the Air Force, w ith respect to gaining access to reports 
of the Inspector General and reports of the Office of Special Investi- 

gations. Reports of the Inspector General are considered internal 
reports of a privileged nature. 

Mr. Fascetu. That is ridiculous, as far as I am concerned. That is, 
that the reports of the Inspector General would not be made available 
post haste to the General Accounting Office. Has that been resolved ? 

Mr. Brarr. The problem of access to Army Audit Agency reports 
and working papers was recently resolved. 

Mr. Fascene. There, again, that is an internal working matter? 

Mr. Briar. Yes. 

Mr. Fascetyi. You say that is resolved ? 

Mr. Buatr. That was resolved between Mr. Campbell and the Secre- 
tary of Defense. The Department of the Army had previously issued 
a directive which required clearance with Washington to gain access to 
their work. 

Mr. Fasceti. Excuse me for laughing. I know it is not a funny 
matter, but it is amazing to me that it would be necessary for the 
General Accounting Office to have to talk to the Secretary of Defense 
to get clearance on something made available to an auditing team of the 
United States Government. Maybe there is a good reason for it. 

Mr. Buarr. Under their previous regulations if we wanted to gain 
access to the Army audit’s review of an Army installation, it would be 
necessary for them to write back to the Secretary of the Army to get 
authority to let us have access to their working papers. 

Mr. Fasceti. Has this same problem been resolved with respect to 
the Air Force and the Navy? 

Mr. Buatr. No, as to OSI and IG reports. We have no problem 
with Navy. The regulation is still on the books requiring clearance 
with the Washington office to gain access to a particular report. What 
we have done is to get summaries of OSI reports. 

Mr. Fascetu. They want you to duplicate again the effort of in- 
vestigation and what not? Is that the effect of this? 

Mr. Buarr. If we cannot gain access, that is the effect of it. 

Mr. Fascetn. You then spend the money all over again to get the 
facts that have already been developed ? 

Mr. Buatr. That problem, to my knowledge, is not being discussed 
with the Air Force, but with respect to Army it is still necessary on 
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CID or certain IG reports to go back to Washington to gain access to 
those reports. In other words, we can get a summary. 

Mr. Fascetu. Well you tell this committee what relationship should 
exist in order for you to carry out your responsibilities in this Branch 
with respect to this problem ¢ 

Mr. Buarr. Mr. Chairman, if I may correct a possible misimpression, 
our working relationship with, not only Army Audit, but the Air 
Force Audit, and Navy Audit, has been most excellent. It was not a 
matter of their attempting to impede our work. We have to work 
closely together. I am happy to say that we do enjoy excellent rela- 
tionships with them. However, the departmental directives that pre- 
cluded release of reports locally has not been a material impedance to 
our work here. 

You can work across the table with the man and get information 
from him, but the regulations will tell him no, that you cannot do 
it.. Our men have been very successful in this area. 

Mr. Fasceuu. This is all.to the credit of the enthusiasm, initiative, 
and ability of your men. It does not. change the basic problem? 

Mr. Bua. Correct. I would Jike to point out that I have been 
with the office since 1952 and Mr. Wootton advises that back in 1951, 
Comptroller General Warren agreed with the then Secretary of the 
Air Force when this problem came up. He agreed to their issuing 
this regulation; that when the General Accounting Office wanted an 
OSI report that they would obtain the prior authority of the De- 
partment. 

Mr. Woorrton, It was a Secretary of the Air Force decision. 

Mr. Buiair. It would appear that the regulation now on the books 
of the Air Force was entered with the consent of the Comptroller 
General,. It was part of an effort to solve a problem of access to 
records that arose when the Comptroller General broadened the scope 
of his examinations. 

Mr. Fascett. We appreciate the explanation and the fact that times 
change and perhaps that makes changes advisable. However, we get 
back to the basic problem. We want you to be effective in your work 
and unobstructed as possible. If there is a regulation, ruling, or 
agreement in effect which either causes duplication of work or wasted 
effort, we want to know about it and we want somebody to do some- 
thing about it. 

Mr, Buarr. There is no question that regulations of that type, in 
my opinion, have no justification in being on.the books. We may be 
drawing a check from a different agency, but all of us have a com- 
mon interest in the overall problem of effecting improvement in gov- 
ernmental operations. It only serves to impede our work and slow 
it up. 

Mr. Fasce.uz.. Let us turn this thing around, Mr. Blair. 

If you have run across a matter in a military installation in which 
you have completed your work, would you not make that all available 
to the military commander for such action as he may see fit, for dis- 
ciplinary or administrative reasons, or otherwise? You would not 
give him a summary and force him to reinvestigate the entire matter 
to see if fraud had been committed, regulations violated, or some 
administrative procedure violated? You would not keep him guess- 
ing; would you? You would lay it all out for him so that he would 
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get the benefit of your study, investigation, and experience; would 
you not? 

Mr. Brair. That is right. 

Mr. Fascent. If that is true with respect to your operations, it 
ought to be true with respect to the other man’s operations on the 
same subject matters. 

Mr. Poland has some questions. 

Mr. Potanp. On the matter of proceedings with respect to your 
draft report, is it accurate to say that your draft report is submitted 
to the commanding officer of the Defense Department for his com- 
ments and that draft report includes recommendations; does it not? 
What you send him ineludes recommendations and findings? 

Mr. Buarr. That is correct. 

Mr. Potanpn. His objections, if there are any, are attached to that 
report when it comes back to you ¢ 

Mr. Buarr. What he will do is to respond by letter in which his 
views are made known. 

Mr. Potanp. They beconie a part of the folder ? 

Mr. Buatr. That is right. 

Mr. Ponanp. That folder is returned to Washington with the draft 
report and Washington ultimately issues the final report; is that 
correct ? 

Mr. Buare. That is correct. 

Mr. Potanp. On the basis of the letter from the commanding officer, 
which is included in that folder, Washington may strike out some of 
your recommendations ? 

Mr. Buatr. That is possible. They may disagree. 

Mr. Potanp. As a matter of fact—I refer to EU-230-6—nmy infor- 
mation is that the final report strikes out your fourth recommendation. 

Mr. Buatr. Let me point out this factor. It may well be that when 
our report goes into Washington, and it frequently happens, they will 
do additional development work at the departmental level. It can be 
that they will develop information at the departmental level or addi- 
tional field work will show that our factual position was not cor- 
rect. In other words, there would be no change except on the basis 
of factual information. It may be that they developed new informa- 
tion. 

Mr. Potanp. Washington might accede to the objections made by 
the Department and, to that extent, turn you down. 

Mr. Buatr. That possibility exists, after consultation in significant 
cases, 

Mr. Fascetzt. They have review authority, there is no question 
about that. 

Mr. Bua. Yes. 

Mr. Rosensercer. The MAP, as you well know, is administered by 
OSD-ISA in Washington. We work at the level of the MAAG and 
EUCOM and they do not always know all the decisions that are being 
made back in Washington. That is understandable and our Washing- 
ton staff could have come up with additional information that could 
have killed a particular point in the report. 

Mr. Micuet. Is this the point where maybe some of these political 
consiclerations come into play ? 
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Mr. Fascet. We will not require Mr. Blair to answer that since it 
is outside of the scope of his competence. 

Mr. Monteomery. I would like to return a moment to the inquiry 
as to the access to, or availability of information to the General Ac- 
counting Office. Have you ever been refused access to information on 
the grounds of security classification? You might explain the basis 
for this problem of security information in connection with that 
question. 

Mr. Buatr. Yes. 

Our right of access to top secret data is on a need-to-know basis. 

Mr. Fascetz. On what do you base that statement, a regulation, 
order, directive, understanding, agreement, or what ? 

Mr. Buatr. Regulations of the Department involved. I have one 
right here for you. “Access to Classified Information”—this is a 
policy directive issued by Headquarters United States European Com- 
mand, May 18, 1955—‘‘The operations of the audit or investigation to 
be performed by the General Accounting Office insofar as access to 
classified information is concerned will be on a need-to-know basis.” 

Mr. Monteomery. That is all classified. You said “Top secret” 
awhile ago. 

Mr. Buare. That is right. It has only become a problem on the 
access to top secret. 

Mr. Monteomery. They make that decision as to whether you need 
to know the information? They would refuse you on the basis that 
they thought you did not need to know that information / 

Mr. Buatr. That is possible ; sure. 

Mr. Monteomery. You would have no means at your disposal to 
evaluate the accuracy of their decision ? 

Mr. Buatr. That is correct, but we can appeal to higher head- 
quarters. 

Mr. Montcomery. I had occasion in one of your field offices just. 
recently, when I interviewed one of the top MAAG officials, to run 
into that. I had your chief auditor with me, and he was requested 
to leave the room at one point because they did not think he needed 
to know the information they were giving me. 

Have you ever heard of that happening ? 

Mr. Buatr. That is the first instance that that has happened to one 
of our staff members. 

Mr. Fascetn. We hope it is the last. 

Mr. Buatr. So dol. 

Mr. Monteomery. I personally, through my evaluation of the ma- 
terial, thought that it would have been very useful to the General 
Accounting Office man to have had access to it. He of course did 
not know its value because he did not know the nature of the informa- 
tion. 

Mr. Fascett. Under the regulations he cannot tell the General Ac- 
counting Office. This is even more ridiculous because the very peo- 
ple you are investigating determine whether you need to know or 
whether you ought to investigate them. If that isnot something! I 
would assume, of course, pursuing this directive a little further, that 
whoever issued it is doing it pursuant to regulations issued by his de- 
partment. 
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Mr. Buarre. Mr. Chairman, it gets down to the problem of access of 
the legislative branch to the records of the executive. It. is all 
wrapped up in that same ball of wax. 

Mr. Fascexy. It may be, but I do not see it that way, if you do 
not mind my taking issue with you. It is one thing for an executive 
department to rear its back when they are talking to a congressional 
committee, by taking all kinds of exceptions, to give them the in- 
formation, and they may have more reasons than one for doing it. 
All of them may be legitimate as far as the executive viewpoint is 
concerned, but when we are talking about auditing and the evalua- 
tion of program dealing with the expenditure of Federal funds I 
cannot see where that becomes a program which ought to be on. the 
same basis as one dealing with legislation. You are actually check- 
ing into the use of the dollars. 

A congressional committee would be concerned with getting at the 
facts to determine what kind of legislation you might. be interested 
in. I do not think there is any comparison at all. The rule that an 
internal working paper of the Executive does not begin to-apply to 
the General Accounting Office is not valid. If it is, I think Congress 
would be very interested in knowing about it. Frankly, I am amazed 
at this last incident that we just discussed. We have a lot to go into 
vet, and it is time for lunch. 

Mrs. Harpen. Mr. Blair, I have read every word of the 56 pages 
in this report of March 31 by the Comptroller General, and no doubt 
you are very familiar with it, but it has been almost 7 months since 
this was issued. What effort, if any, is being made to carry out. the 
recommendations in the report ? 

Mr. Buatr. Let me say that the March 31 date can be misleading. 
Our examination was cut off at that particular date. The report was 
not released until August 29, 1957. 

Mrs. Harpven. This was really issued in August ? 

Mr. Biatr. Yes. Asa matter of fact, the interested agencies in Eu- 
rope have not received their copy let. I was going to make it avail- 
able after this hearing. They got a message from Washington that 
they were going to pouch one of them to them. We just did not have 
sufficient copies to deliver to them. 

Mrs. Harven. I just received it yesterday afternoon. I see it is 
dated August 29. 

Mr. Fasceiy. That is the letter of transmittal to the Congress. 

Mr. Buatr. It has just been released. 

Mrs. Harven. Released August 29? 

Mr. Buatr. That is right. 

Mrs. Harpen. You are very familiar with the recommendations ? 

Mr. Brarr. Yes; Iam. 

Mrs. Harpen. Because you wrote them; is that right? 

Mr. Bratr. They were finalized in Washington. 

Mrs. Harven. Is any progress being made in carrying out the rec- 
ommendations from the time that you wrote the report? 

Mr. Fasceri. The point she is making is that the draft report has 
been available to the agencies since some time the early part of this 
year. 

Mr. Buarr. That is correct. We have not conducted any followup 
examination to determine what implementation is being made. That 
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is our first criterion in scheduling work. I would not be in a position 
to answer a question on that until we conduct our followup examina- 
tion. In our supply operation mission in Chateauroux we had 
two followups. We scheduled followup examinations to determine 
whether or not the agency has followed our recommendations and 
what corrective action has been taken. As of this stage, we do not 
have the implementing data that the agency is taking in the way of 
action as to agreement or disagreement with the report. It would 
certainly be scheduled for a followup examination in the future. It 
is not currently on our books. In this particular area we have two 
countries scheduled for an early review. 

Mr. Fascetu. Followup would be in approximately a year ? 

Mr. Buarr. That is right. 

We have followed a general guideline of attempting to follow up 
within a year on our prior reports. 

Mrs. Harpen. I found the report very interesting and I feel that 
great improvement could be made if the recommendations were 
carried out. 

Mr. Buarr. That is one of the primary reasons in transmitting the 
report to you and Congress. That is, to assure followup on these be- 
cause you will be the final judge. 

Mr. Fascett. We want to follow up on this point. There is a very 
important thing about the transmission of reports to Congress and we 
will take that up when we reconvene at 2 o'clock this afternoon. 

Mr. Micuet. Mr. Chairman, I have just one question. 

Does the General Accounting Office here have any jurisdiction at all 
over the organizations set up by the Army and the Air Force for the 
procurement and sale of distilled spirits in P_X’s or service clubs in the 
European commands? As I understand it, they are semi-independent 
organizations and the proceeds then are given to charitable institu- 
tions or organizations. 

Mr. Buatr. We are following up on that particular area at the re- 
quest of another committee on the Hill. That is, we have been asked 
for specific information with respect to the sale of distilled spirits. 

Mr. Micuet. Do you have the authority to check into those? 

Mr. Buarr. Nonappropriated fund activities ? 

Mr. Micue.. Yes. 

Mr. Buarr. Yes. 

Mr. Fascety. You are checking into this very specific question / 

Mr. Buarr. We have been requested by another committee to 
examine the matter of handling distilled spirits. 

Mr. Fasceti. Will you make that information available to Mr. 
Michel or this subcommittee ? 

Mr. Buarr. Mr. Chairman, our working relationship with the com- 
mittee 





Mr. Micuen. Would that be the Armed Services Committee ? 

Mr. Buatr. No, another committee. If you asked us for something, 
then the other committee would have to come to you for the data. 

Mr. Fascecu. It will be available to him through the committee. 

Mr. Buarr. Yes. 

Mr. Fascetzi. We will recess for lunch at this time. 

(Thereupon, a recess was taken at 12:52 p. m.) 








GENERAL ACCOUNTING OFFICE IN EUROPE 51 


AFTERNOON SESSION 


Mr. Fasceii. The subcommittee will come to order. 

Mr. so we want to get back to the reports that have been sub- 
mitted by the European Branch. When we recessed this morning we 
were ‘olking about the classifications of reports which you submit, 
some of which have been finally submitted to congressional committees, 
some which are in departmental headquarters, some which are being 
processed and some reports on which action was completed by the 
European Branch and agencies in Europe. 

I believe that is the way you classified them ? 

Mr. Buatr. Yes, sir. 

Mr. Fascetxi. Internal reports used for informational and opera- 
tional purposes. 

Does that category include all of the reports of your branch? 

Mr. Buatr. No, sir; it does not. We have included in the brief that 
we have given you under tab B and tab Ca listing of all reports issued 
by the branch from the time it was initiated, including the matters 
that we have closed locally without referring to W ashington. 

Mr. Fascext. Then the list in exhibit J is not the total list of all 
reports ¢ 

Mr. Buatr. No, sir; it is not. 

Mr. Fascein. Can you give us a recapitulation of the total reports 
so we can get clear in the record now the exact status of all of those? 

Mr. Buarr. A total of 187 investigation reports were submitted from 
the initiation of the branch in August 1952 through June 30,1955. A 
total of 75 audit reports were submitted from the inception of the 
branch in August 1952 to June 30, 1955; a total of 200 reports, both 
audit and investigations, from July 1, 1955, through June 30, 1957. 

One of your staff members asked us also to prepare a schedule of cases 
that we had closed locally. 

Mr. Fascetxt. That is the reason I asked. 

Mr. Buatr. That is a total of 24 from the inception of the branch 
through June 30, 1955; a total of 24. Tab C of the brief describes the 
report and field stations that handled it and then there is a little ex- 
planation for each case that will give you a lead as to why we closed 
it locally. 

Mr. Fascety. That makes a total of 486 cases or reports. This does 
not include, however, reports which are now in progress, am I correct ? 

Mr. Buam. That should be correct. 

I need to correct the record. There is a total of 48 in addition to 
the 24. There is a total of 48 assignments from July 1, 1955, through 
June 30, 1957 ; a total of 48 cases that were closed locally. That is to be 
added to that list. 

Mr. Fascetxi. That isa total of what? 

Mr. Briar. Twenty-four and forty-eight. In other words, two 
schedules there. 

Mr. Fascetyi. That makes 534 now ? 

Mr. Buatr. That is correct. 

Mr. Fasceti. Does that include reports which are in process? 

Mr. Buarr. As of July 1 we had 37 cases in process, so add that to it. 

Mr. Fascetu. Thirty-seven in process ? 

“ Buiarr. Yes. There is a listing of those cases in process on 
tab D. 
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Mr. Fascerz. Are they listed,on page 51 of this history report as 
reports submitted to departmental headquarters and in the next part 
reports being processed ¢ 

Mr. Budtr. No, sir; it isnot there. It is in the brief. It is tab D; 
active assignments on July 1,1957. |’ 

Mr. Fasce.u.. The total of thoseis37 ? 

Mr. Buair. There is no tabulation on the number but that is the 
figure that I recall of the cases in process. 

Mr. Fascetx. Let us go back to page 50. You show 6 reports as 
having been submitted to Congress and since that time the 6 military 
assistance country reports have been submitted so that makes at least 
12 and there are probably other corrections that ought to be made in 
that section of it since May 31, 1957? 

Mr. Buatr. That is correct. 

Mr. Fascett. Could we have for the record then any additional 
reports which have actually been submitted to Congress, which are 
not on page 50 of this report ? 

Mr. Briar. That is what we will have to supply for the record. 
The only ones I definitely know of now are the six countries and the 
overall MAP report. 

(The material to be supplied is as follows :) 

ATTACHMENT 1, REPorRTS WHICH Have BEEN SUBMITTED TO CONGRESSIONAL COM- 


MITTEES SUPPLEMENT TO REPORT ON HISTORY, ORGANIZATIONS, AND OPERATIONS 
OF THE EUROPEAN BRANCH, GENERAL ACCOUNTING OFFICE, ExHrbit J 


A. SUBSEQUENT TO PREPARATION OF EXHIBIT J 


Use of progress payments in offshore procurement (EU 135-7). 

Procurement of energa grenades by Ordnance Procurement Center, Sandhofen, 
Germany, MECAR (EU 135-6). 

Military assistance programs: 


Military assistance program, B-125098 


Reucra: menubiic Of Germany... fale tT -seneecenloerteck bux (EU 230-6) 
a tao tice nist totale ieee tat enh acer enaialieas (EU 230-1) 
Ee eee ee eee eee Sale e Se er oe cree aed (EU 230-5) 
PalipeGOiio29)) 290i Ahi OG DOL AIO Be a (EU 230-4) 
Stele ol til 2 asagseds- unit bop tibet bop juli wutesinde sue (BU 230-2) 
ie sai Scie oe asec Sasigessiee ances. aeigsamie-abt er aieesdhtteal Dic enite tai al bats (EU 230-3) 
Review of the military assistance program redistribution of 
PRONOUN 0. ss alae stub ili sac a nae gio gpialag aN aaa Mapeadeoantaiaeaanoia (EU 230-7) 


B. PRIOR TO PERIOD COVERED BY EXHIBIT J 


Report on Avre gun procurement, B—121138 


Rehabilitation of private quarters in Germany___-________-__________ I-18888 
Automotive personnel heater’ kits._-_.-__=_---___-_--_-___---_-______ I-18384 
Productivity program for Frances i loil- 212. 22sec. 0 3-114845 
Contract and procurement activities of the European command___---- B-114282 
Motor vehicle pool (survey in Paris, France) .i-.------- -§ I-18151 
PN NI i cask sagan se at linea iaiatinc ala aaa ae cinerea 3108279 


Publication of History of United States Embassy building, Rome, Italy. I-18462 
Inventory of United States construction program from nonappropriated 

funds (Bonn-Bad Godesburg, Germany ) ..+----------+--.--_- wbibdc kad I-17706 

Mr. Fascetu. Let us take these reports that are on page 50. What 
committees of Congress were they submitted to? 

Mr. Bratr. Washington has not given us that information, Mr. 
Chairman. However, I know that for instance the third one down 
the line is a special investigation which we conducted at the request of 
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one of the committees on the hill. 1 know that from personal knowl- 
edge. Then, the last one went to a particular Congressman. I can- 
not give you a specific answer on which committees received a report 
but it might be transmitted to the Congress as a whole—that is, to the 
Speaker, the President of the Senate, and so on—or it might be trans- 
mitted only to one or more congressional committees. 

Mr. Fascetu. I notice that you have in the next category of reports, 
“Reports Submitted to Departmental Headquarters in the Continental 
United States.” 

What is the status of those reports? What does that mean? 

Mr. Buarr. That means that the report is still being developed by 
the Office and under Office policy it is considered necessary to get 
departmental comments to complete the story before transmitting it 
to the Hill. 

Mr. Fascett. What is the difference of the status of those reports 
as compared to the status of the reports listed in the next section 
under “Reports Being Processed in Washington” ¢ 

Mr. Buair. These reports are receiving some stage of review. Once 
the report clears the review desk in the Office of the Director, it is 
then transmitted direct to the Agency to obtain its views on the matter. 
The next step is to determine whether it goes up to the Hill or is it a 
matter considered closed. This listing of exhibit J includes reports 
under various stages of review in Washington. From the staff it 
goes up to the office of the particular Director responsible for that 
area. 

Mr. Fascextxi. Are not all of the reports listed on page 51 of the 
report, or page 4 of the exhibit, in the process of review ? 

Mr. Brarr. The reports listed on pages 51 and 52 had cleared the 
Office. In other words, the Office is satisfied as to its position and 
they are sending it over to the Department. This represents the Gen- 
eral Accounting Office position on the findings and means, “What do 
you have to say about this?” Up tothe date of the list, the Office had 
not determined, in the light of the report and any reply from the 
agency, that a report to the Congress was warranted. 

Mr. Fascett. On the reports listed on page 6, the General Account- 
ing Office position has not yet been finalized 

Mr. Buatr. That is correct. As a result of the review process, it 
may be necessary to do further development work at the departmental 
level. They may not be satisfied with the work that we, or other 
originating offices may have done, and it goes back for further docu- 
mentation. With respect to the others, they have satisfied themselves 
and no additional work is to be done by the Office. 

Mr. Fasceii. Am I correct in this, then: In the group of reports 
which have been submitted to Departmental headquarters—the Gen- 
eral Accounting Office position has been firmed up and that is started 
on page 51 of the report and winds up on page 52—none of those re- 
ports has been determined as of the time of the report that they should 
go to Congress? The reason I ask that question 1s because in the next 
category which the General Accounting Office has not taken a final 
position, you have marked with an asterisk those reports for which 
a determination has been made that they will go to Congress. 

I am trying to understand what that means. 


98996—-58——_5 
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Mr. Buair. I am not in a position to answer why Washington did 
not designate whether or not these matters are destined for Con- 
gress. I might add that after the compilation of the original ma- 
terial for these schedules and while I was in Washington, it was de- 
cided to break down the total number of European Branch reports 
into categories showing final disposition of the reports for the informa- 
tion of the committee. This listing was only completed after I had 
departed from Washington on my return to Paris. I can only assume 
that since the congressional destination of the reports on pages 50, 
53, and 54 is definitely indicated, those on pages 51 and 52—pages 
4 and 5 of exhibit J—have gone only to department headquarters. 

Mr. Fascetz. In the first group there ? 

Mr. Brarr. That is correct. 

Mr. Fasceti. In the group starting on page 4 and finishing on 
page 5? 

Mr. Buatr. Yes. 

Mr. Fasceti. Getting back to the question as to whether or not 
Congress gets one of these reports, does the European Branch make 
any recommendation to the Washington office regarding the interest 
that Congress ought to have in the report ? 

Mr. Buatr. Yes, sir; we do. When we feel that a matter is of po- 
tential interest to the Congress—we have to prognosticate and do some 
critical weighing because we do not know what the final outcome will 
be—if we feel that a particular area is going to end up with a problem 
for presentation to Congress, we will attempt to develop what we call 
a class I report and submit it to Washington with the recommendation 
that the matter be referred to the Congress. 

Mr. Fasceti. Since the Washington office of the General Account- 
ing Office has review authority, then it is conceivable that they may 
or may not follow your recommendation with respect to presenting 
the report when it is finalized to the Congress ? 

Mr. Buatr. That is certainly their authority. 

Mr. Fascetz. Who makes the decision for determining what is 
made available to the Congress? Is that finally the Comptroller 
General’s responsibility ? 

Mr. Bratr. Yes, it is, after receiving recommendations from us 
and his Washington staff. You are asking questions that I do not 
feel that I am competent to answer, Mr. Chairman, because they 
relate to Washington policy. I do know of personal knowledge that 
the matter of referral of reports to Congress is a matter of prime 
interest to the Office. It is undergoing study at this point, I know, 
from the standpoint of whether or not to release a report that has 
not been cleared through the agency. 

I say “cleared through the agency” but I do not mean in the sense 
that you want their approval, but from the standpoint of, do we 
have all the facts in the situation? That is what I mean by that. 

Mr. Fascetxi. Getting back to this second group of reports, those 
being processed in the Washington office of the Genebal Accounting 





Office, I notice by quick count here that you have 18 of them that 
have been designated as significant enough to go to Congress, starting 
out with the first one there. You have Ordnance Offshore Procure- 
ment, Energy Grenades. Then coming down to Ordnance FY-1953 
OSP-General, Royalties in USAFE OSP Contracts, Taxes in OSP 
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Contracts, we talked about that earlier this morning, did we not? 

Mr. Brat. Yes. 

Mr. Fascett. Then we come to MAP-Germany Stockpile “B,” 
Progress Payments—OSP—Germany, Bordeaux Air Depot, Rue 
Marbeuf Lease, $85 million, Aid to France. 

What kind of aid does that report cover ? 

Mr. Buiatr. That is one of our earlier examinations into the mili- 
tary aid program here. 

Mr. Fascexu. Is that report classified ? 

Mr. Bratr. It is a special report dealing with aid made available 
through funds allotted to ICA. In other words, your military aid, 
economic aid, and special funds made available through ICA. It is 
part of the overall 

Mr. Fascett. Is this part of the special funds made available to 
the President? They are not a subject of audit; are they? 

Mr. Buarr. Mr. Conrardy ¢ 

Mr. Conrarpy. It is subject to audit. They are funds set aside 
by the Department of State for so-called budgetary support, the pur- 
pose of which was used to finance the production of military end 
items. That matter was tied into the military assistance program 
and should be considered by the Department of Defense in its pro- 
graming. 

Mr. Fasce.u. Is that report classified ? 

Mr. Conrarpy. That is classified “Secret,” yes. 

Mr. Fasceiu. The next one is SBCP. 

Mr. Briatr. Spanish base construction program, 

Mr. Fascetn. Zaragoza Air Force Base. Then you have military 
assistance program for Spain, and others for Italy, France, Pakistan, 
Turkey, Germany, and EUCOM. 

Mr. Biarr. Reports have since been issued. 

Mr. Fascei. This EUCOM report I do not recall. 

Mr. Briar. That is a unified command in Europe that controls the 
country MAAG’s. ‘That is the policy head here. 

Mr. Fascetyu. That is a separate report from the worldwide sum- 
mary report ¢ 

Mr. Buatr. It deals with a particular problem. If you read along 
you will see that in the title. It is the Redistribution of Excesses, and 
that has application across the board. 

Mr. Fasceiy. Talking about military equipment there ? 

Mr. Buatr. That is right. 

Mr. Fasceti. That report is classified ? 

Mr. Buair. Yes, sir. 

Mr. Conrarpy. Confidential. 

Mr. Fasceti. Would you supply for the record those reports in the 
first group, that is, which are in departmental headquarters in the 
United States on which a determination has been made that they 
should be submitted to Congress, so that we can have that in the 
record ? 

Mr. Buare. Allright. That is a decision not made by the European 
branch. That is a decision made back in Washington. I can ask the 
Washington office to make that information available to you. 

Mr. Fascety. If you would. 

Mr. Buatr. All right. 
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(In lieu of the material requested, the Washington office of the 


General Accounting Office furnished a statement for the record as 
follows :) 


During the hearings in Paris by the Legislative and Reorganization Sub- 
committee of the House Committee on Government Operations, Mr. Fascell re- 
quested that the General Accounting Office advise which of the reports listed on 
exhibit J of the report on History, Organization, and Operations of the European 
Branch, United States General Accounting Office, May 31, 1957, under the head- 
ing “Reports Submitted to Departmental Headquarters in Continental United 
States” (pp. 51 and 52) are to be submitted to the Congress. The use of this 
separate category in exhibit J was intended to represent the final action con- 
templated with respect to these reports, since under General Accounting Office 
standards we did not feel that the information contained in these reports was of 
sufficient significance or of such general application as to warrant consideration 
by the Congress, particularly in view of the actions taken by the administrative 
offices concerned after receipt of these reports. 


For these reasons we do not contemplate that any of the reports listed on 
pages 51 and 52, except EB-AS-12 (B-118713) which was furnished in con- 
nection with a specific inquiry relating to the subject matter, will be forwarded 
to the Congress or its committees under our established reporting procedures. 

Mr. Fasceiu. It is a little bit out of the line of command, but 
it would help us out. Anyway, I sort of got the idea that maybe 
you ought to know which reports have been submitted to Congress. 

Mr. Brarr. We are informed. We receive the reports as they are 
issued, and the Office issues a monthly status report. 

Mr. Fascetzt. As to where each report is? 

Mr. Buatr. Right. 

Mr. Fascetu. This subcommittee is charged with the responsibility 
and the jurisdiction of receiving all reports from the General Account- 
ing Office. Were you aware of that ? 

Mr. Buatr. Yes, sir. 

Mr. Fasceii. Do you know of any reason why we should not have 
all reports from the General Accounting Office, no matter what their 
classification might be ? 

Mr. Bratr. Absolutely not. Insofar as I know, the matter of classi- 
fication does not enter into that. 

Mr. Fasceti. As to whether or not it goes to Congress ? 

Mr. Buarr. Right. That is not one of the factors in the decision 
back home. 

Mr. Fascety. You see what I am getting at, of course. You have 
here a determination that a report “will be submitted to Congress. 
Somebody in the General Accounting Office, primarily the Comp- 
troller General, decides after it is recommended, - your opinion, 
whether or not the matter is significant or not. I do not want to 
second guess a professional, but I might disagree with what is sig- 
nificant. You might think it is minor and I might think it is very 
imports ant. 

Since this subeommittee does have that jurisdiction if we are not 
already getting it, Mr. Poland, I think we ought to see to it that 
we get a ‘complete listing of all reports and we decide which ones we 
want of those alre: ady sent to us in the course of normal business. 

Mr. Potanp. I think this listing shows the ones sent. 

Mr. Fascrtxi. No, it does not. That is the very point I was getting 
in the record. 

Does this brief include now all the reports and the recapitulation 
that you gave us a moment ago? 

Mr. Briar. Yes. 
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Mr. Fascett. Plus 37 in progress. We took a recapitulation just 
before you came in, Mr. Michel. 

Mr. Brarr. I believe, Mr. Chairman, a preceding committee of the 
House Government Operations Committee raised certain questions 
about certain reports sent over. In other words, strictly the informa- 
tion type of reports. The question was raised, why are you sending 
just information reports ? 

I can be wrong on that, but I would like to point out that the matter 
of referral of reports by ‘the Office over to the Hill is certainly under 
continuous review, but I believe that a preceding committee of the 
House raised that. 

Mr. Fascetu. I think it was a military operations subcommittee. I 
am a member of that committee, too, and we got into the question of 
audits, surveys, and informational reports. There was a feeling on 
the part of some of the members that the committee was being snowed 
under with reports that did not mean anything. I respectfully have 
a difference of opinion. 

Mr. Buarr. I Just wanted to point out 

Mr. Fascetn. As a matter of fact, this is a technical detail that 
the staff can work out. Just so long as we understand that there is 
no policy that limits the reports made available to this committee. 

Mr. Buarr. The only limiting factor that I am aware of, on the 
basis of my discussions with the men back home, is the following: Is 
it of interest to the Congress and can they do anything with it? 
Every man here wants his ‘teport to be one that goes to Congress. We 
want to show them what we are doing. 

Mr. Fascetx. If you screen them in the first instance, that ordi- 
narily ought to be sufficient. If the Comptroller General screens 
them again, that would do it. All we are interested in is just being 
sure that we reserve the right for the congressional committee char ged 
with the primary responsibility on these things of also having the op- 
portunity of screening them. That is all I was getting at. 

Let us get into the specific items now. 

The military assistance problems are what I am interested in. 

Mr. Brarr. At the time we recessed, Mr. Chairman, for lunch, Con- 
gresswoman Harden posed a question as to the action the military 
have taken on the recommendations made. I informed her that we 
had not conducted any follow-up to find out what they haddone. Mr. 
Conrardy informed me that the military have initiated certain cor- 
rective actions in areas called to their attention in the course of our 
review. I would like to call on Mr. Conrardy to place in the record 
the corrective action taken. 

Mr. Fascevt. Mr. Conrardy ? 

Mr. Conrarpy. I can give several examples of a general nature as 
to action taken by the MAAG’s. Our review of these country pro- 
grams covered the 1957 and 1958 programs. The 1958 program has 
not yet been implemented so that if we could show something was im- 
proper, it would be possible for the MAAG to amend the 1958 pro- 
gram. ‘This was done in several instances. The most specific ex- 
ample of an accomplishment known to us at this time has reference 
to a particular country that was using dollars to defray expenses that 


were eligible for reimbursement from local currency. ‘They took 
immediate corrective action. 
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Mr. Fasceti. They took that action and you collected the money 
due us ? 

Mr. Conrarpy. That is right. 

Mr. Fascerz. How much was that? Not exactly, but about how 
much ¢ 

Mr. Conrarpy. In excess of 1 million for the limited period that 
they reviewed. 

Mr. Fasceix. In excess of $1 million for the limited period ? 

Mr. Conrarpy. Yes. That is very clear and very specific. 

Mr. Fascett. Do you have any other such areas that you can tell 
us about ? 

Mr. Conrarpy. Nothing quite as definite as that. However, we 
have recommended in several instances that the force objectives upon 
which the military assistance program is founded be reviewed. I 
cannot be too specific because of the classification and I am trying to 
keep it general. We have been given assurance that these bases 
would be reviewed and, as a consequence, our reviews lead us to feel 
that these bases or force objectives may be reduced with a consequent 

reduction in the amount of military end item assistance required to 
meet mutual security objectives. 

Mr. Fascet. This last conclusion intrigues me. I do not see how 
you can arrive at that conclusion on the basis of the predicate laid 
down in your report. That is, that the force objectives are not 
realistic in terms of capabilities of the local country. 

Mr. Conrarvy. That is correct. 

Mr. Fasceiti. When you re-evaluate your force objectives to get 
them down to capabilities, how does that affect the cost of the end 
military item to the United States? 

Mr. Conrarpy. I would have to give a specific example, but I can- 
not think of a way to do it without making it classified. 

Mr. Fascetx. Without relating it to a country or an item, give us 
an example. 

Mr. Conrarpvy. If you would eliminate a complete force objective, 
then it would no longer be necessary to supply the related equipment 
or end items. 

Mr. Fasceuu. Let us translate that into the English language. If 
we said country X will no longer be required as a goal to maintain 
20 divisions of ground troops, we have had this now so far for an 
objective for this country in the mutual security program, but we 
have decided, after thinking about it a while that the objective has 
been there for 2 good number of years and everybody knows that 
nobody intends to meet it and did not really need it. We just do 
away with it. Do I understand your conclusion to be that once we 
have eliminated that, that means we would not have to put the mili- 
tary money that would go into that assistance program into that 
country, which was primarily then, after you have done this, a politi- 
cal consideration, and not military ¢ 

Mr. Conrarpy. In the example you have given, that is correct, but 
in another instance where equipment has been programed in the 
1958 program, to meet a particular force objective, for which we feel 
that corrective action would have been taken upon revision of that 
force objective. As I say, we have no assurance that that has taken 
place. There are indications that it has. This is all done at depart- 





| Me 2 ee 





GENERAL ACCOUNTING OFFICE IN EUROPE 59 


mental levels. We are not in a position to give any thing more defi- 
nite on it. At the time we left this particular MAAG, they had 
concurred completely in our views concerning the necessity for the 
force objective in question. 

Mr. Fascett. What you are saying to me—please correct me if I 
misunderstand, or misinterpret it—is this: That an evaluation of this 
military -assistance program has shown that in some instances force 
objectives were unrealistic or had no relationship to agreed roles or 
missions. None. None or very little. 

That is what it says in the report which is unclassified. 

Mr. Conrarpy. That would be a reasonable interpretation. 

Mr. Fasceti. That sounds to me like something the Comptroller 
General already said. We are wasting a lot of money that is sup- 
posed to be important to the security of the United States. 

Let us get into these other things. I wanted to take these items 
one by one yand try to discuss them. 

One of the things I wanted to discuss was the relationship of 
actual procurement to force objectives and another was the contribu- 
tion of a country, an acceptance on the part of the country to the force 
objectives or the purpose of our program. 

Mr. Conrarpy. We found that oftentimes the force objectives were 
such that the recipient country was either unable or unwilling to 
maintain those force objectives and, as a consequence, an indefinite 
liability was being placed upon us to maintain these objectives to 
meet mutual-security needs. 

Mr. Fascetu. We could say that another way and that is this: A 
group of countries and the United States have arrived at a mutual- 
security program but with respect to certain countries we had not 
even yet achieved the basic agreement as to just exactly how far they 
would go and how much money they would spend. Notwithstanding 
that, we went ahead and carried the whole program. 

Mr. Conrarpy. That is correct. No roles or missions had been 
established for some countries. 

Mr. Fascetyi. It was mutual security in some cases and in some 
cases it was just plain United States security in the judgment of 
somebody ? 

Mr. Conrarpy. Yes. 

Mr. Fascetz. That judgment was basically and obviously a mili- 
tary judgment. Of course, we cannot make that as a conclusive 
statement because it probably involved a question of foreign relations 
so probably the hand of the State Department is involved, too. 

Mr. Poland points out a thing that is in this report, too. That is, 
is it not true that it is a responsibility of the MAAG group itself to 
initiate the program ? 

Mr. Conrarpy. Yes, that is one of the responsibilities of the 
MAAG. 

Mr. Fascetx. In trying to relate this thing up or down, you have 
to start right where the responsibility lies and. that is where the group 
in each countr y that is responsible for programing military assistance 
is involved; is that true ? 

Mr. Conrarpy. That is correct. 

Mr. Fascetx. That is the basis on which the General Accounting 
Office makes its report. They did not go to the Defense Department 
in Washington to arrive at these conclusions ? 
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Mr. Conrarpy. We had had the benefit of the force objectives estab- 
lished by the Joint Chiefs of Staff and the Department program guid- 
ance. ‘These are then reviewed and we determine whether or not the 
MAAG’s have complied with the program guidance promulgated by 
the Department of Defense. 

Mr. Fascetxi. The answer is that they have not? 

Mr. Conrarpy. The answer is that unreasonable interpretations 

Mr. Fascety. And various interpretations. 

Mr. Conrarpy. And various interpretations. 

Mr. Fasceti. Of course, you also found out, did you not, in a review 
of this thing, that your objectives on military assistance programs in 
these countries obviously were not motivated strictly on the question 
of military ? 

Mr. Conrarpy. That is correct. We found that it was very diflicult 
at times to segregate the political, economic, and military motivations 
behind our military assistance program. 

Mr. Fascetn. Can you give us a little bit clearer idea of that ? 

Mr. Conrarpy. In the instance of one country, we found that the 
force objectives that had been established for that country were not 
so much for the purpose of maintaining effective military forces, so 
as to meet military situations, but rather, those force objectives were 
established for the purpose of meeting other military considerations 
such as the maintenance of United States base rights in that country. 

Mr. Fascetu. How do you differentiate there? What is the tech- 
nical difference? Ido not follow you. Is it not true that the mainte- 
nance of a base is a part of your program ? 

Mr. Conrarpy. We feel that force objectives should be established 
only in those instances where some military value is to accrue from 
the establishment of such force objectives, or where there is some 
mutual defense role that has to be met. 

Mr. Fasceii. Are you telling me that there are some cases where 
we are building bases in this command that have no relationship to 
military necessity? Isthat what you are saying? 

Mr. Conrarpy. Yes, that is true; not unrelated to military necessity, 
but unrelated to an agreed mutual-security mission. 

Mr. Fascey. If we are doing that, then it ought to be called what 
itreallyis. Isthat what you are saying? 

Mr. Conrarpy. Yes. 

Mr. Fascetxi. We should not try to hide it under the guise of a mili- 
tary mission. 

Mr. Conrarpy. Correct. 

Mr. Fascety. If we are doing that, I agree with you 100 percent. 
In this particular thing, again without being specific, are we talking 
about hundreds of thousands of dollars or millions or billions? 

Mr. Conrarpy. We are speaking of hundreds of millions of dollars. 

Mr. Fascetx. There, again, we want to make it clear that you are 
not evaluating the necessity of that particular program ? 

Mr. Conrarpy. No, we do not in any instance make any evaluation 
of the strategic requirements. 

Mr. Fascetz. All you are saying is that if you are building what- 
ever it is, do not say you are building it for mutual security purposes 
when you are not building it for those purposes, and label it as it 
should be labeled. 

Mr. Conrarpy. That is correct. 
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Mr. Fascetx. The net effect of that would be, if you followed these 
recommendations, the total amount of appropriations programed for 
the military assistance aspect could be reduced considerably, would 
it not ? 

Mr. Conrarpy. To meet strictly military purposes for mutual de- 
fense, yes. 

Mr. Fasceti. On a percentage basis, without being specific, are 
we talking now in the area of 25 percent, 50 percent, 10 percent, or 
what? 

Mr. Conrarpy. I have no basis for an estimate, but as a strictly per- 
sonal guess I would say the percentage would be something less than 
25 percent for the reason that these considerations more often come 
up in smaller, undeveloped countries than they do in the more de- 
veloped countries. 

Mr. Fascetx. It ought to be classed as straight economic assistance 
or whatever the proper designation for it is ? 

Mr. Conrarpy. That is correct. If it is strictly for political pur- 
poses, we feel it should be justified by political authority. 

Mr. Fascetzi. Obviously, if we are talking about a $2 billion pro- 
gram and roughly 25 percent of it ought to be in other categories. 

Mr. Potanp. Has the MAAG ever indicated to you that the reason 
why they are called military assistance is to sugar up Congress enough 
so it will become palatable ? 

Mr. Conrarpvy. No, that has never been indicated to me. 

Mr. Potanp. It has to me. 

Mr. Fascretn. It has to Congress, too, I can tell you that. We have 
scrutinized it very carefully. We have scrutinized it as carefully as 
we could. 

[ realize that after the report was made by the General Accounting 
Office we now have a pretty fair idea, after we were looking at the 
prospective programs, that we really had no basis upon which to eval- 
uate the operation. I think that is about the conclusion that the GAO 
came to, was it not ¢ 

Mr. Conrarpy. That is correct. We felt some long-range plans 
should be provided for reviewing the force objectives presently in 
effect by the Joint Chiefs of Staff. 

Mr. Fasceti. What we are really saying then is that the way the 
thing has been operating it is impossible for the operators to evaluate 
how it has operated. If you cannot, as a GAO evaluate, based on the 
information that you got with your investigations, your surveys, and 
what not, Congress is not able to do so and how in the world can the 
Department evaluate it ? 

Mr. Conrarpy. That is correct. It would be worth while not only 
to Congress, but also to management officials in the administration 
of the program. 

Mr. Fascetxi. Furthermore, I believe that you went on in this report, 
did you not, to point out the fact that it was impossible for manage- 
ment to determine what was the most serious or urgent deficiency ¢ 
That is, in any given area 4 

Mr. Conrarpy. Yes, we were not completely satisfied with the 
implementation of the priority system established to meet military 
needs within countries and as between countries. We felt that since 
because of limited funds, force objectives were fiscally unattainable, 
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priorities should be applied in such a way as to make sure that the 
most important units to our national defense are provided for first. 

Mr. Fasceiti. What were the findings with respect to the capabilities 
of the recipient countries? 

Mr. Conrarpy. Generally, we found that, in the instance of under- 
developed countries, military assistance was being granted to them 
in excess of their ability to utilize, absorb, and maintain military 
forces being established under the program. 

Mr. Fascetx. In other words, the United States, as a part of its 
foreign policy, was forcing a military economy upon a country that 
did not want it? Iam not asking you to say yes or no to that. 

Mr. Conrarpy. Surprisingly, there are at least two instances where 
I have reason to believe that the countries would be willing to take 
on a greater military burden although they are currently incapable 
of maintaining the burden they now have. 

Mr. Fascetn. That is the story of Johnny liking cake and eating 
more than was good for him ? 

Mr. Conrarpy. Yes. 

Mr. Fasceti. A question was asked during the Comptroller Gen- 
eral’s statement which came out of the report and which [ want to ask 
you again for the record. <A series of very searching questions were 
asked and one of them was of very much interest to this committee 
and should be of interest to other committees of Congress. 

If the Congress authorizes and appropriates the funds requested 
this year, what standards of accomplishment have been established 
so that the Congress will know next year, or in succeeding years, 
whether these funds have been used prudently ? 

The answer is that we just do not know at this point? 

Mr. Conrarpy. That is correct. 

Mr. Fascetn. We have finally proved to ourselves that which we 
have been afraid of all along. We in Congress have done the best 
we could but we have had to rely a great deal on somebody else’s judg- 
ment with respect to actually appropriating and authorizing funds 
for this whole program. Of course, the proof of that statement is the 
fact that Congress has been extremely cautious in scrutinizing the 
whole program. The studies that were undertaken by the Senate and 
the House and the President’s Committee, all of those were trying to 
cope with the problem without getting into specific details finally 
furnished by the General Accounting Office as a basis from which 
everybody could operate. We could have saved all of the money of 
those special committees, and surveys, and reports spent by Congress 
in an effort to get this same information. 

Would you comment, then, in answering that question for Congress 
itself, how the budget presentation should be made, if it is going to 
be made, with respect to this program, anyway ¢ 

Mr. Conrarpy. We feel, Mr. Chairman, that long-range plans 
should be made by the military assistance authorities so that Con- 
gress will know the total cost of the program. 

Mr. Micnet. How long? 

Mr. Conrarpy. Based on the force objectives established by the 
Joint Chiefs of Staffs and the Department of Defense programing 
criteria, it is possible to estimate the amount of modernization and 
maintenance that will be required in succeeding years to maintain 
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these forces in being. We feel that such a long-range plan should 
be available at the time the congressional presentation is made so 
that the Congress will know at what stage of development these 
forces are in. We should also be able to determine whether the effec- 
tiveness of the forces is satisfactory at the current stage of pro- 
graming. 

Mr. Fascexx. In order to accomplish that, we have to go on an 
accrued expenditure basis, is that not true ? 

Mr. Conrarpy. No, I do not believe it is necessary to go on an 
accrued expenditure basis although that would be desirable. 

Mr. Fascett. Highly desirable. 

Mr. Conrarvy. Highly desirable. We could accomplish these 
purposes 

Mr. Fascetit. By good management. 

Mr. Conrarpy. Long-range planning. 

Mr. Fasceti. Which is what you are talking about. In carrying 
out the point that Congressman Michel talked about, you are not 
talking about long-range appropriations without fiscal-year limita- 
tions. What you are talking about is just long-range planning so 
you are able to figure out what money you need to accomplish a 
goal ? 

Mr. Conrarpvy. That is correct; so we can determine how much 
additional assistance is required. 

Mr. Fascett. What you are recommending then is a management 
or administrative correction ? 

Mr. Conrarpy. That is correct. 

Mr. Fascetx. Primarily? 

Mr. Conrarpy. Yes. 

Mr. Fascetz. That would be tied in with the most ultimate or 
desirable goal and that would be to tie that in with an annual ex- 
penditure base budget so that Congress would be able to determine 
measured performance each year against the ultimate objective; is 
that what you are saying? 

Mr. Conrarpy. That would be very highly desirable. 

Mr. Fascett. There is one statement in this thing that I underline 
about 4 or 5 times. Data reported is inaccurate or untimely, Am I 
correct in stating then that it is the position of the General ‘Account- 
ing Office that the information from the Executive, from these agen- 
cies, was so bad that you really could not use it? That is what it 
says. The data reported is inaccurate or untimely. 

Mr. Conrarpy. I have no personal knowledge of what that state- 
ment makes reference to. 

Mr. Fascetx. In the Comptroller General’s statement he went on 
to say that a special Department of Defense working group has been 
studying the reporting system for military assistance programs. 
The Comptroller General goes on to say that reviews within the mili- 
tary department have shown that deficiencies exist in current reports 
on the military assistance program and some of the data reported is 
inaccurate or untimely. He says, “Our representatives have partici- 
pated in the Defense working group reviewing the reporting system 
for the military assistance program. 

Would that come under Mr. Wootton who has only been here 2 days? 
He has his hand up, I see, and he wants to talk. 
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Mr. Buarr. Mr. Wootton worked on the program for the Washington 
staff, Mr. Chairman. 

Mr. Fasceti. Obviously the statement is true. Tell us about it. 

Mr. Woorron. Mr. Chairman, I supervised the examination of the 
foreign-aid program in the Air Force stateside in 11 different loca- 
tions. I think probably the statement by Mr. Campbell that “some 
of the data reported is inaccurate or untimely” came from a report 
based on a review of the MAP at all levels and was developed and 
prepared in Washington. One of the things we were talking about 
is the accounting for, and the delivery of, materiel at three ports where 
the materiel is put aboard ship for transocean shipment. There seems 
to have been quite a delay in getting the shipping documents through 
from the shipping point to the port to be matched with the delivrey 
slips back to the shipping point. We are talking about the delay and 
untimeliness of that particular part of the accounting and reporting. 

Mr. Fascetxi. So much so that it was impossible to check out ? 

Mr. Woorron. Yes, sir. 

Mr. Fascett. What you are saying then, and I am paraphrasing it, 
is that everything would just stand. They loaded a i dumped it 
out, and they sent the boat back and that is all anybody ever did ? 

Mr. Woorrton. If I may add something to that statement, military 
assistance shipments go into these three ports of embarkation along 
with all other shipments of the Air Force, Army, and Navy. The 
shipping documents are supposed to be marked “MAP.” Again, it is 
the ability of the clerk who is preparing shipping documents. In the 
case of the Air Force at the 15 different locations from which they 
are making these shipments, they are lower grade employees who are 
doing this type of work. I have seen any number of the shipping doc- 
uments which are made in duplicate, and usually marked “MAP” with 
pencil and sometimes with a rubber stamp. When they get to the 
ports, it is hard to decipher that it is a military-assistance program 
shipment and they change it to a regular Air Force shipment. Now 
keep in mind, getting back to the systems area, that the Air Force is 
operating two systems: One for military assistance and another system 
for its own shipment of materiel. Knowing that for military assist- 
ance shipments the services are going to be reimbursed at the time they 
secure evidence that the materiel has been placed aboard a ship for 
transocean shipment, and not until they can produce that evidence are 
they reimbursed. ‘That is the difficulty that we are encountering. 

Mr. Fascetzi. They get reimbursed out of appropriated funds to 
the extent of funds that have been expended in local currencies? 

Mr. Woorron. No, sir. They ship materiel which has been paid 
for from their own departmental funds subject to reimbursement 
from foreign aid funds. 

Mr. Fascetyi, That involves strictly a bookkeeping transfer ¢ 

Mr. Woorron. Yes. But they are making deliveries based on ma- 
teriel that they have paid for from their own appropriations, based 
on anticipated reimbursement being secured from the foreign aid ap- 
propriations when the evidence of delivery has been effected. 

Mr. Fascett. The ultimate conclusion of that is, if they are sloppy 
in their bookkeeping, they are not going to be reimbursed out of other 
appropriations accounts / 

Mr. Woorron. That is true. 
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Mr. Fascety. That would build up to show that they have an excess 
when they really do not ? 

Mr. Woorron. That is true. 

Mr. Fasceit. Or vice versa. It could be drained out ? 

Mr. Woorron. That is true. It could be vice versa with respect 
to materiel that may be returned to the Department. 

Mr. Fascetx. Just so we do not put the onus on the Air Force, this 
is probably true of the other branches, too; is it not 

Mr. Woorron. Yes. 

Let me correct that. We did not review MAP in the Navy. State- 
side we reviewed Air Force and Army. I will give you the reasons 
for that. 

Mr. Fasceuu. In other words, you can speak as to the Army and Air 
Force and not the Navy ¢ 

Mr. Woorron. It was on a percentage basis. It was done on the 
basis of a worldwide review that Navy to date had received about 10 
percent of foreign aid funds, Air Force about 30 percent, and the 
Army about 60 percent, from the inception of the foreign aid pro- 
gram. That is going all the way back to the beginning of MAP. I 
cannot give you ‘the exact figures. but somehow or “other it comes to me 
that the Army has received about $10 billion, the Air Force about 
$4 billion to $4.5 billion and the Navy around $1.5 billion. I may be off 
a few dollars in my percentages. I think that my percentages though 
are right. 

Mr. Micuet. Over a period of how many years? 

Mr. Woorron. Foreign aid funds became available in 1950. 

Mr. Micuen. This runs up to what date? 

Mr. Woorron. Up to June 30, 1956. 

Mr. Micuet. In 6 years of the total amount appropriated that we 
designated for military assistance under the foreign aid program, you 
add these three figures here and that would give you the amount of 
military assi istance actually produced in the United States and sent 
over here? 

Mr. Woorron. Yes, sir; but some of it may not have been delivered. 
That may be the dollars appropriated but the deliveries are lagging. 
I think that through the Department of Defense, Army, Navy, and 
Air Force, some $2 billion worth of materiel is still to be ‘delivered for 
the funds that have been appropriated up to June 30, 1956. 

Mr. Micnet. Do you recall the total amount appropriated during 
those years for military assistance in the foreign-aid program ? 

Mr. Woorron. In my recollection, it adds up to about $18 billion. 

I do not know how accurate those figures are that I just gave you, 
but about $18 billion. 

Mr. Fascetu. Mr. Conrardy, getting on to further discussions about 
corrective actions, has there ‘been any corrective action on the prob- 
lem of excesses and redistribution of military hardware declared 
excess ¢ 

Mr. Conrarpy. Not to my knowledge since the date of our review. 
We have not yet made any followup - examination since our review. 
Most of our reviews were conducted during the months of January 
and February of this year. 
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Mr. Fascexz. Mr. Blair, is it not true that it would be your hope 
and position that if any agreement is reached with respect to this 
problem, that it would be retroactive ? 

Mr. Buar. Yes. 

Mr. Fasceiu. If it were just to go into the future, with the decline 
in the program, while it is necessary it would not be helpful from a 
dollars-and-cents standpoint ? 

Mr. Buatr. That is correct. 

Mr. Fascetu. If the State Department and the Defense Depart- 
ment are going to do anything with respect to the redistribution 
problem, or on OSP, it is your hope that it would be retroactive? 

Mr. Buarr. Particularly in the OSP area. With respect to the 
other, it is a matter of redistribution of excess equipment. It may 
mean we will be getting back some obsolete materiel, but with respect 
to dollars what we are pushing for is to make these agreements retro- 
active. The bulk of our OSP funds were placed in fiscal years 1952, 
1953, and 1954. 

Mr. Fascetx. Offshore procurement this last fiscal year was $6 
million ¢ 

Mr. Brat. I have a figure here. Again, it is in a classified docu- 
ment as to what the offshore procurement has been in Europe. 

Mr. Fascetu. I do not know what it was but it went from the scale 
of several billion dollars a few years ago down to several million 
dollars and with all prospects that it would continue in that same 
general pattern. 

Mr. Buiatr. We feel that we have covered the major problem areas 
in that field. 

Mr. Fascetu. Now it is a question of going back and getting what 
you think is due us. 

Mr. Conrardy, did you tell us anything with respect to corrective 
action in this regard, dealing specifically with OSP 

Mr. Conrarpy. Excesses under OSP ? 

Mr. Fasceiy. Yes; the question of no profits and tax exemptions and 
all of that. 

Mr. Conrarpy. No; I have no personal knowledge of any corrective 
actions within the military-assistance programs since the date of our 
last review on the problem of excesses. With regard to taxes and 
no profits 
Mr. Fascevt. Mr. Blair, this has been of concern to you; has it 
not ? 

Mr. Buarr. That is right. 

Mr. Fascerz. As far as you know, there has been no corrective 
action ? 

Mr. Buatir. No effective corrective action. That is correct. The 
office has issued a report on the matter that is classified and the Comp- 
troller General has brought the matter up with the Secretary. 

Mr. Fascetu. That has been recently ? 

Mr. Buatr. Right. 

Mr. Fasceit. Again, this has been over a period of several years 
and just recently you felt compelled again to bring this matter forcibly 
to the attention of State and the Defense Departments in an effort to 
get. some kind of corrective action ? 

Mr. Brarr. That is correct, sir. 
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Mr. Fascetx. There are two things we want to touch on very quickly 
before we get into this other group. 

Mr. Buatr. Mr. Chairman, you said something about views. 

The Comptroller General feels this way also. The European branch 
has a position confirmed on this and the Comptroller General feels—— 

Mr. Fascett. Do you know of any reason why our negotiations with 
these countries with respect to money which is due us under contrac- 
tual arrangements should not be made known to everybody ? 

Mr. Buatr. We had been informed by the officials we have been 
talking to that the reason it is classified is because they are in the 
process of negotiations and they feel that publicity will hinder their 
negotiations. 

Mr. Fasceti. Publicity would hinder them or their position is what 
they have stressed to you? 

Mr. Buarr. That is right. They are in the process of conducting 
negotiations with the foreign governments. 

Mr. Micuex. Would it tend in State to make it a standard negotia- 
tion rather than favoring one over another? Is that the consideration 
maybe ¢ 

Mr. Buair. Again, I think the State Department ought to answer 
that question for you because they could speak with authority. I 
would like to say that I feel that they had problems in dealing with it 
during the Suez situation when there was a delay. There was a 
change of government and during the Suez situation the matter of no 
profits was way down the priority list. 

Mr. Fascetn. Something they could not get to / 

Mr. Buarr. Right. You do have problems of that kind and they do 
come up. 

Mr. Fasceti. As a matter of good business, I think we all agree that 
when you have money due you, you should not let the claim for it lie 
around too long or you will not get it. 

Mr. Buarr. Mr. Rosenberger calls to my attention that that has not 
been a case of love’s labor lost because with respect to a contract in 
Spain the Department has acted on recommendations proposed by us 
and they have negotiated out of a particular contract the profit factor 
involved. Mr. Montgomery was down there and developed the data 
on that. That is at least one area where we made progress. 

Mr. Fasceii. It would appear to me that if that is true, it would 
be most anxious to let everybody know what they have accomplished. 
We will ask them when we get down to Madrid. 

Mr. Rosenpercer. Mr. Fascell, on taxes I believe it was in Signal 
where the Army recovered some $60,000 due us from a Holland firm. 

Mr. Hunter. Also Ordnance here. Army Ordnance has recovered 
roughly $300,000 in various taxes. There has been action. 

Mr. Briar. Yes. 

Mr. Micuer. Mr. Blair, the chairman has mentioned on several 
occasions, or at least inquired on several occasions, what Generai 
Accounting Office recommendations have been carried out in this 
overall field. 

Can you cite specifically or enumerate any General Accounting 
Office recommendations that have not been carried out by any of the 
agencies involved here over which you have jurisdiction ? 

Mr. Buarr. That is a very broad question, Mr. Congressman. It 
would take considerable time to answer that. 
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Mr. Micuex. Those recommendations are important to your opera- 
tion and of profound interest tous. Iam dismayed to learn that they 
have not yet been implemented. 

Mr. Buarr. I see what you are getting at. I believe that we have 
brought to your attention the major areas where we feel corrective 
action has not been taken. However, when we get into the field of 
supply, on which we are now concentrating, we are not satisfied with 
the action that has been taken. The one site that we have now sur- 
veyed on 3 different occasions—that is, at Chateauroux where they 
have the central air materiel area—we have gone in there 3 times and 
we found the same errors every time we w ent back. W hen you get 
into that area, you will find matters on which effective corrective 
action was not taken. 

Mr. Micuet. Who was at fault there? 

Mr. Buarr. Let me say that the Air Force is attempting to correct 
the errors. We have received splendid cooperation from the Air 
Force. They have attempted to carry out our recommendations and 
have installed Project GAO to clean up the inventories. However, 
we have not been satisfied with the progress that has been made, and 
we just completed another examination at Chateauroux. That report 
has not gone forward to Washington. They are submitting monthly 
progress reports to us on the progress that they are making in that 
particular area. 

The memorandum containing information requested from us on 
how we were implementing our responsibilities under the Admin- 
istrative Services Act of 1949 does describe very succinctly what we 
are doing in the supply area. I think it would be of value to you to 
have that in your report. 

Mr. Potanp. That is tab G? 

Mr. Buatr. That is correct. 

Mr. Micuet. I was about to suggest that that be incorporated in 
the record if, in your opinion, that covers what you have done under 
the accounting sy stem, section 205. 

Mr. Buatr. It does. 

Mr. Micuer. Does it also cover section 112 (b) of the Accounting 
and Auditing Act of 1950? 

Mr. Buatr. That is right. That is the responsibility for working 
out systems for them, and that begins with page 17 of the brief, 
tab G. 

Mr. Micuet. In the report on history, organization, and operations 
of the European Branch, two cases are cited. The first one is cited 
on page 28 and the second one on page 30. Could you differentiate 
for us now, unless it is already in tab G, the difference between the 
obligation or the duty of the Comptroller General to prescribe prin- 
ciples and standards in accounting for property and the duty of the 
GAO under section 112 (g) to cooperate with executive agencies in 
the development of their accounting systems? What is the differ- 
ence? 

Mr. Fascetzi. While he is getting ready to answer that, we will in- 
clude, without objection, in the record the document entitled “Audit 
and Accounting System Responsibilities Under the Federal Property 
and Administrative Services Act of 1949.” That is under tab G in 
the folder. 
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(The document referred to is as follows:) 


AupIT AND ACCOUNTING SYSTEM RESPONSIBILITIES UNDER THE FEDERAL PROPERTY 
AND ADMINISTRATIVE SERVICES Act or 1949 


INTRODUCTION 


The Federal Property and Administrative Services Act of 1949 and its amend- 
ments require placing property under accounting control. This act includes a 
pattern of cooperation for the executive agencies and the Comptroller General 
which is consistent with the cooperative approach under the joint accounting im- 
provement program. 

The Accounting and Auditing Act of 1950 also contains pertinent sections on 
this subject. Section 113a provides: “The head of each executive agency shall 
establish and maintain systems of accounting and internal control designed to 
provide effective control over and accountability for all funds, property, and 
other assets for which the agency is responsible.” [Emphasis supplied.] Pur- 
suant to these laws, the Comptroller General, on November 6, 1952, issued ac- 
counting principles memorandum No. 1. This memorandum contains important 
basic principles and standards for the guidance of executive agencies in main- 
taining property accounting records and controls. In the area of property ac- 
countability, records, and controls, the responsibilities of the Comptroller Gen- 
eral and the General Accounting Office are contained in sections 205 (b) and 
206 (ec) of the Federal Property and Administrative Services Act of 1949. 

Section 205 (b) of the act provides: 

“The Comptroller General, after considering the needs and requirements of 
the executive agencies, shall prescribe principles and standards of accounting 
for property, cooperate with the Administrator and with the executive agencies 
in the development of property accounting systems, and approve such systems 
when deemed to be adequate and in conformity with prescribed principles and 
standards. From time to time the General Accounting Office shall examine such 
property accounting systems as are established by the executive agencies to 
determine the extent of compliance with prescribed principles and standards and 
approved systems, and the Comptroller General shall report to the Congress any 
failure to comply with such principles and standards or to adequately account for 
property.” 

Section 206 (c) provides: 

“The General Accounting Office shall audit all types of property accounts and 
transactions at such times and in such manner as determined by the Comptroller 
General. Such audit shall be conducted, as far as practicable, at the place or 
places where the property or records of the executive agencies are kept, and shall 
include, but not necessarily be limited to, an evaluation of the effectiveness of 
internal controls and audits and a general audit of the discharge of accountability 
for Government-owned or controlled property based upon generally accepted 
principles of auditing.” 

These statutory requirements are the bases upon which the Comptroller 
General and the Washington staff of the General Accounting Office have formu- 
lated the guiding policies and procedures for the operation of the European 
Branch. 

In the Government-owned property area, new and complex problems have been 
encountered in Europe by the Branch in carrying out its functions. Some of the 
problems are inherent in overseas military operations, and others are traceable, 
either directly, or indirectly, to the economic conditions within the several 
countries. The roles of wages, labor, and transportation in the economies of 
European countries vary considerably from those in the United States. Other 
problems have evolved from the fact that operations of executive agencies in 
Europe, as in most foreign lands, are under treaties or other forms of interna- 
tional agreements which, in many instances, require deviations from those operat- 
ing procedures used by executive agencies in the United States. These differences 
have affected the approach of the European Branch in its attempt to utilize 


procedures for the performance of its delegated functions in an economical, 
efficient, and professional manner. 
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PERFORMANCE OF RESPONSIBILITIES BY THE EUROPEAN BRANCH 


In performing its responsibilities in the Government-owned property area, the 
European Branch has conducted audits and investigations, assisted executive 
agencies in developing and reviewing accounting systems and related controls, 
and participated in executive agency management conferences. These opera- 
tions and their results are described briefly in the following paragraphs. 


Audits 


The European Branch has conducted audits of the major phases of military- 
supply operations in Europe. The work of the Branch in the audit area is 
described in the following sections. 

Air Force.—The Branch has concentrated its audits of Air Force supply 
operations at the depot level rather than at airbases, mainly because the dollar 
volume of business is larger at the depot level. Audits have been performed at 
each of the major Air Force supply depots located at Chateauroux, France; 
Burtonwood, England; and Nouaseur, Morocco; as well as the Bordeaux Air 
Depot which was closed in June 1957. The most critical weaknesses noted in 
the audits have been disclosed in recent audits. The reporting to GAO, Wasbh- 
ington, of the facts developed and the related conclusions, recommendations, 
and corrective actions taken or contemplated is a very important project of the 
Branch, and all efforts are being extended to accomplish this end in an expe- 
ditious manner. It is to be emphasized that, although the Branch has com- 
pleted its fieldwork at Chateauroux, Burtonwood, and Nouaseur, the results of 
these reviews have not been reported to GAO, Washington. A few brief state- 
ments on the Branch’s audits follow. 

Central air materiel area, Europe: In April 1953 the Branch examined the 
supply operations of the Chateauroux Air Depot, now known as central air 
materiel area, Europe (CAMAE). At that time the depot was in its early 
stages of operations and lacked warehouses and other facilities to carry out 
its supply mission effectively. The major weaknesses disclosed in this review 
were (1) inaccurate inventory records of stock on hand and lack of physical 
inventories; (2) improper warehousing methods; and (3) lack of necessary 
safeguards to protect Government-owned property. These deficiencies were 
pointed out to Air Force officials in Europe who stated that action had been on 
would be instituted to correct the weaknesses. 

A followup review was made in May and June 1955. It was then noted that 
the storage conditions had been improved and certain necessary safeguards to 
protect Government property had been instituted; however, other major weak- 
nesses previously reported had not been corrected and additional disclosures 
were made. The Branch found that (1) the depot had large quantities of sup- 
plies on order with prime depots in the United States which were not required ; 
(2) realistic stock levels had not been established; (38) stock records were 
inaccurate; (4) stock on hand requiring only minor modifications or inspections 
was not being considered in satisfying customer requirements; and (5) a com- 
plete physical inventory had never been accomplished since the inception of the 
depot. Recommendations were made to the Air Force to effect improvements 
in these major areas of deficiency. Immediately thereafter the depot initiated a 
program to correct these weaknesses. ‘The depot reviewed its outstanding orders 
with suppliers and found that 30 percent of its 153,000 orders were not required. 
These excess orders valued at $5,400,000 were canceled. The Air Force informed 
the Branch that future orders would be reviewed every 90 days and would 
reflect only valid customer requirements. Other improvements, such as estab- 
lishment of sound stock levels, 100 percent property location checks, and initia- 
tion of inspection and other control programs, were instituted by the depot. 

Subsequent to this review the Air Force requested that they be given a 
reasonable period of time to improve their supply operations at Chateauroux 
before the Branch initiated a followup review. 

A third and more comprehensive review of the depot was completed by the 
Branch in March 1957. This examination revealed that all of the major 
deficiencies previously pointed out, except lack of suitable storage facilities, 
still existed. The review disclosed that administrative actions initiated subse- 
quent to the Branch’s previous audit accomplished only partial correction of 
the immediate deficiencies and did not prevent their recurrence. For example, 
the depot still had orders with prime depots for significant quantities of stock 
which were not required, and the stock levels and stock records were again 
found to be inaccurate. In a test of outstanding orders with prime depots the 
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Branch questioned the need for certain supplies on order valued at $1,177,000. 
The depot reviewed these orders and found that orders totaling $815,500 were 
not required. The depot canceled orders in the amount of $781,000; however, 
other orders valued at $34,500 could not be canceled because the materiel had 
been shipped by CAMAHW’s suppliers. 

This review also pointed out that CAMABE had large quantities of stock 
on hand which were excess to its needs. The excess quantities could not be 
determined with any reasonable degree of accuracy because CAMAE did not 
have realistic stock levels, a primary factor in computing excess stocks. How- 
ever, during the period July 1956 to March 1957 CAMAB reviewed certain 
eategories of stock valued at $90 million and found that of this total over $30 
million was excess to its needs. 

Based on findings in this review, as well as previous reviews, a large part 
of CAMAR’s excess stocks came into the European theater because the depot and 
its customers had ordered too much stock from United States depots. A large 
part of the overordering is attributable to inaccurate stock records and failure 
of the depot to institute effective controls over ordering and issuing supplies. 

The operating deficiencies disclosed in our last review have been pointed out to 
Air Force officials in Europe who have directed CAMAE to take immediate 
action to correct the deficiencies and prevent their recurrence. 

Southern air materiel area, Europe: In January 1957 the Air Force entered 
into a program to deactivate the southern air materiel area, Hurope (SAMAB). 
This program was initiated to carry out the Air Force policy of direct support of 
overseas bases by depots in the United States. 

The Branch made an audit of SAMAE’s operations in July and August 1957 in 
which special emphasis was placed on determining whether SAMAE was deacti- 
vating in a manner which would provide for maximum utilization of existing 
depot stocks. 

Serious deficiencies were found in the deactivation processes. For example, 
the Branch found that SAMAE had terminated supply support of the bases in the 
southern area on June 1, 1957. After that date the bases submitted their requisi- 
tions directly to prime depots in the United States. A review of the requisitions 
submitted after June 1957 to the prime depots by two airbases in Morocco 
disclosed that many of the items needed by the bases and ordered from the 
United States were on hand at SAMAE. Out of 700 items selected for test it 
was found that SAMABE had stocks on record in 284 cases. At the time of our 
review, SAMAB had scheduled two-thirds of the items on hand to be disposed of 
by local sale or by return to the prime depots. 

The Branch informed Air Force officials that the above condition at SAMAB is 
more critical than the review indicated since other tests made by the Branch had 
revealed that much of the material in the depot is not on record. A complete 
inventory has never been accomplished at SAMAE and the stock control records 
are so inaccurate that they are almost valueless as a basis for any supply action. 

The Branch noted that as part of its program for redistribution of depot 
stocks SAMAE had furnished lists of stock on record to the Chateauroux Air 
Depot. Chateauroux was to review these lists to determine what items could be 
utilized in its operations. However, SAMAE proceeded to initiate shipping 
documents to transfer its stock to the disposed facility or to return the stock to 
the prime depots without waiting for any reply from Chateauroux. The Branch 
followed up this matter at Chateauroux and found that inadequate action had 
been taken at that depot. 

In addition, our review at SAMAE disclosed that no attempt was made to 
circularize lists of the depot’s excess stocks as required by regulations to make 
them available to other military services and Federal agencies. 

The deficiencies disclosed by the Branch’s review at SAMAEF were brought to 
the attention of the Commander, Air Materiel Ferce, European Area, on August 
12, 1957. In a letter to the Branch dated August 19, 1957, he indicated that 
action was being taken to correct the major deficiencies pointed out so as to 
insure a more efficient and economical disposition of material during the phase- 
down of SAMAP. 

Northern air materiel area, Europe: The Branch completed the fieldwork in 
its audit of supply operations of the northern air materiel area, Europe 
(NAMAE), in July 1957. The major operating weaknesses found at NAMAP 
closely parallel those which have existed at CAMAE for some time. 

For example, the Branch found that large quantities of supplies were on order 
from United States depots which were not required. A large part of these orders 
were for supplies peculiar to aircraft for which NAMAE did not have support 
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responsibility. Also, numerous instances were found where high dollar-value 
serviceable stock had been declared excess to NAMAE requirements. Two months 
later, when the Branch reviewed the records, it found outstanding orders with 
prime depots in the United States for the same line items. These examples of 
flagrant mismanagement of supplies were pointed out to NAMAE officials, and 
the Branch recommended that all outstanding orders with suppliers be reviewed 
to determine if the supplies were needed. NAMAE reviewed their outstanding 
orders and found that orders for supplies valued at $4,600,000 were not required. 
Orders for these supplies were canceled. 

In addition, the Branch noted that NAMAE was repairing stock for which it 
did not have a foreseeable demand, while, at the same time, stocks on hand need- 
ing repairs and needed by customers were not being repaired. NAMAE told the 
Branch that this situation would be corrected immediately. 

Bordeaux Air Depot: In August 1955 the Branch reviewed the operations of 
the Bordeaux Air Depot and informed the Air Force that by consolidating the 
depot administratively and physically with the Chateauroux Air Depot as much 
as $1 million could be saved annually. The Air Force informed the Branch that 
military considerations in a potential area of hostilities must precede economic 
factors, and such a consolidation, therefore, was not compatible with the Air 
Force dispersal program. 

However, in January 1956 CAMAE was requested by higher headquarters to 
make a study of the need for the Bordeaux Air Depot. The headquarters 
instructed CAMAB to use the Branch’s August 1955 report on the Bordeaux Air 
Depot as a guide in determining the savings to be realized through consolidation 
of Bordeaux with the Chateauroux Air Depot activities. As a result of this 
study, the Air Force deactivated the Bordeaux Air Depot, and its phaseout as a 
supply depot was completed in May 1957. 

Army.—In fiscal year 1954 the Branch began reporting on the Army’s supply 
system in Europe. Reviews were made of the engineer, ordnance, and quar- 
termaster supply operations. In 1955 the signal and medical supply operations 
were also reviewed, and, in addition, followup reviews were made at those depots 
and supply control centers where serious deficiencies had been uncovered in pre- 
vious audits. Currently a followup review of the signal supply operations is in 
process of finalization. 

A number of reports covering the work performed has been prepared. Many 
of the deficiencies contained in these reports were of major significance and 
existed in several of the technical service supply operations. Some of the defi- 
ciencies were of such magnitude that high Washington officials of the Depart- 
ment of the Army have taken an active interest to eliminate their underlying 
causes. This interest notwithstanding, the recent review of signal supply opera- 
tions, which has not yet been reported to GAO, Washington, confirmed the 
continued existence of many of these deficiencies. 

It is, therefore, evident that additional measures are imperative if the Army’s 
supply operations are to attain the efficiency and effectiveness required. And, 
to be permanently effective, they should be spearheaded by appropriate direction 
and followup action at the Washington level of the Department of the Army. 

The following comments summarize the current status of the major deficiencies 
found in the Branch’s audits of Army supply operations in Europe: 

Inaccurate and unreliable records: The original reviews of the Branch dis- 
closed the existence of inaccurate and unreliable records in almost all phases 
of supply in Europe. Subsequent followup reviews have confirmed the continued 
existence of the inaccuracies previously reported. The Branch accordingly, in 
its most recent review of signal supply operations, emphasized this phase and 
found that inventory records of items on hand in the depots continue to be inac- 
curate as to quantity, conditions, and location. Records supporting items on 
order with depots in the United States and on requisition from customers are 
unreliable. Clerical inaccuracies also continue to be significant with respect to 
condition of equipment, schedules for maintenance and set assembly, and reser- 
vations for special projects. These inaccuracies have delayed excessing action, 
have led to unnecessary ordering of supplies from the United States, and have 
resulted in overcrowded warehouses. 

The recent tests by the Branch of signal supply operations disclosed that the 
inventory records and inventory procedures had shown little improvement since 
the previous review in 1955. An examination of the control records purporting 
to support $6 million in outstanding orders on depots in the United States 
disclosed that the amount of the actual outstanding orders was overstated by 
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approximately $3 million. An analysis revealed that the causes for the in- 
accuracies were overly complicated systems, inadequate operating procedures, 
lack of qualified personnel, and lax supervision. Army officials have been 
cognizant of these weaknesses; however, corrective measures to date as indi- 
cated by the latest review of signal supply operations have been ineffective in 
general. 

Excessive ordering: The past reviews by the Branch have disclosed that there 
has been excessive and unwarranted ordering of supplies from depots in the 
United States. The latest review of signal supply operations has confirmed the 
continued existence of this deficiency. The Branch found that excessive 
ordering was due primarily to (1) inaccurate or unrealistic stock levels which 
had not been adjusted to actual demand experience, (2) inadequate and untimely 
follow-up on the continuing validity of customers’ requisitions, (3) special project 
reservations for supplies no longer required, (4) failure to screen excess lists 
before ordering from suppliers to determine whether excess stocks were avail- 
able to meet customers’ demands, (5) lack of timely follow-up on orders 
previously placed when changes in authorizations have eliminated or reduced 
the requirements, and (6) duplicate ordering of supplies due to initiation of 
requisitions by buth the using units and their commands. 

The recent review of the signal supply operations disclosed that overordering 
of high doliar value line items continues to be substantial. In a recent test of 
signal open orders valued at $2.8 million the Branch found that approximately 
$750,000, or 25 percent, of the orders were not required. The Signal Control 
Agency reviewed these orders and initiated cancellation action. 

The Assistant Secretary of the Army (Logistics) indicated to the General 
Accounting Office that the recent institution of financial inventory accounting 
would provide data which would help correct supply deficiencies in many ways. 
He pointed out that this accounting system which separates the items into logical 
categories and uses the dollar as a common denominator, would facilitate analysis 
and review by groups of stock items. He further indicated that this procedure was 
a practical solution toward solving the problem of trying to adequately review 
the stock position and activity of each of the approximately 1 million line items in 
the Army supply system. 

The institution of financial inventory accounting is an effective tool and 
should lead to economies. However, the bulk of the dollar value of the Army 
inventory is concentrated in a relatively few line items. For example, the Signal 
Supply Agency in Europe has about 85,000 line items valued at $114 million under 
its control. About 1,000 line items constitute well over 60 percent of the dollar 
value of the inventory. For these line items the Branch’s reviews have indicated 
that additional special procedures and controls, as well as closer supervision, are 
necessary in order to correct existing deficiencies. 

Large amounts of excess material: The branch reviews of Army supply opera- 
tions have disclosed that the program for the disposition of excess material has 
been and continues to be inadequate. Large quantities of excess material have 
been and continue to be generated which are not being processed promptly into 
excessive channels. These excess stocks are taking up warehouse space criti- 
ally needed for current operations. In addition, care and custody costs are 
being incurred. 

The branch has found that excesses have been caused by changes in equipment 
authorizations generally resulting from reorganizations of using units, unrealistic 
stock levels and overordering of supplies. Disposition of the excess supplies has 
lagged due to a lack of effective procedures implementing overall policies govern- 
ing the disposition of excess stocks, inaccurate records, inordinate time required 
to initiate excess actions, and continued special project reservations for material 
no longer required. 

Our latest review of Signal supply operations has further confirmed that the 
excess property had been established. The latest branch follow-up outlined 
lected line items valued at approximately $23 million. Of this amount, about 
$1,800,000 had been declared excess and placed in excessing channels. However, 
another $6 million of which $2 million had been improperly reserved should also 
have been placed in excessing channels. 

The Army has been aware of this problem and in 1955 the General Accounting 
Office was informed by the Assistant Secretary of the Army (Logistics) that an 
improved program for the identification, declaration and prompt disposition of 
excess property had been established. The latest branch follow-up outlined 
aboye indicates that the measures adopted are still inadequate and that additional 
measures are required. 
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In another area, the branch’s reviews have disclosed that, as to those items that 
have been declared excess, reviews of these excess lists have been inadequate. 
In some instances, Army excesses have not been considered in supplying Air 
Force requirements and excess lists were not being sufficiently circularized so 
that items listed could be screened for possible filling of customers’ requisitions. 

In a review of Army Quartermaster supply operations at Giessen, Germany, the 
branch found another significant weakness in the manner in which the Army 
ordered supplies. The GAO staff examined records of supplies classified as 
excess and surplus and found that orders for the same types of supplies recently 
had been placed with depots in the United States. It was found that this was 
eaused by weaknesses in the Quartermaster operating procedures. These pro- 
cedures did not provide in all instances for considering supplies on hand classified 
as excess or stock in disposal yards before placing orders with depots in the 
United States. This was brought to the attention of Army officials in Europe 
who took immediate corrective action. Subsequently, during the period July 1 
to October 31, 1956, the Army saved ordering supplies valued at $14,641,000 by 
recouping quantities already on hand in excess and disposal channels. No esti- 
mate is available on what has been saved since this period. 

Inaccurate reporting: The data accumulated in various reports must be ac- 
curate if the decisions based on the data are to be sound. The deficiencies pre- 
viously enumerated include the disclosure that the basic records governing supply 
actions are inaccurate and unreliable. Accordingly, the reports based upon these 
records are also inaccurate. 

For example one of the more important reporting features recently introduced 
has been financial inventory accounting. This system provides all levels of 
management with dollar valuation data which should assist them in correcting 
deficiencies. Among other things, it is expected to pinpoint those areas in which 
excess stocks exist. However, the Branch in its most recent review of Signal 
operations found that substantial amounts of equipment had been reserved for 
special projects without proper authorization. These improper reservations 
decreased the amount of equipment on hand in the regular issue accounts and the 
financial inventory accounting reports reflected a better excess picture than 
actually existed. 

In another area, the using units report the equipment authorized and on hand 
through channels to Army Headquarters in Europe which, in turn, prepares a 
report summarizing this information. The Signal Control Agency is one of the 
recipients of this report. This agency does not utilize to any great extent the 
information contained in the report because of the wide discrepancies between 
its records as to the quantities of equipment authorized and on hand and those 
quantities reported by the using units. In this case the Signal Control Agency 
does not attempt to reconcile the differences but instead relies upon its own 
records in making related supply decisions. 


Accounting systems 


Generally executive agencies operating in Europe have encountered numerous 
difficulties in implementing property accounting systems and related controls. 
The systems and controls used in Europe have been patterned mainly after those 
of stateside counterparts. In certain aspects the systems and controls such 
as stock funding and accounting for supplies in monetary terms as well as unitary 
terms, used by the Military Establishment in the United States are relatively new 
and need continual refinement in order to furnish management with essential 
and accurate information. 

The European Branch began implementing the accounting systems phase of its 
program in 1955. Steps were taken at that time to organize working teams to 
install and modernize financial management systems both in the Army and the 
Air Force. These working teams were organized at the top levels of the Euro- 
pean commands of the services and active participants were drawn from the 
military logistics, operating and comptroller areas and the European Branch of the 
United States General Accounting Office. 

Army.—In December 1955, the United States Army Europe (USAREUR) and 
the European Branch chartered the USAREUR Field Assistance Team (UFAT). 
Headquarters USAREUR Logistics and Comptroller and European Branch repre- 
sentatives drew up a multiphased program for assisting all parts of Army com- 
mands and subcommands in Europe in developing and implementing financial 
and accounting systems. After the team had been in operation 1 year, the 
Comptroller General, in a letter to the Assistant Secretary of the Army (Logis- 
tics), had this to say about the objectives and accomplishments of the USAREUR 
Field Assistance Team: 
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“The USAREUR Field Assistance Team, which was organized jointly by the 
United States Army in Europe and our European Branch last December, has 
demonstrated, in this instance, its effectiveness in assisting the Army Command 
in Europe in the solution of significant problems and improvement of management 
controls over property. Its accomplishment should be recognized, in our opinion 
as an excellent example how both our agencies through cooperative efforts are 
able to save Government funds and perform a real service to the Congress, man- 
agement, and the public.” 

A few examples of the accounting systems projects of UFAT in which the Euro- 
pean Branch has participated follow : 

Supply depot accounting system: In early 1956 UFAT developed a new cost 
accounting system for use in Army supply depots in Europe. Numerous problems 
were encountered in fitting the system to needs of management in programing and 
budgeting as well as in providing required cost data for reports to the Department 
of the Army and higher levels. These and other problems were solved and the 
refined system was first tried out at the Rhine Engineer Depot in Germany and 
then at the Nancy Ordnance Depot in France. Results were better than expected. 
Headquarters USAREUR Communications Zone anticipates the installation of 
the depot cost accounting system in all European depots in the near future. 

Army Command Management System: Subsequent to the drafting of the depot 
cost-accounting system UFAT expanded its program to include assistance in 
developing the Army Command management system, which correlates budgeting 
and programing with cost accounting, for implementation in the European 
theater. Although the Army Command management system has not been im- 
plemented completely, it is anticipated that it will modernize to a great extent 
the Army’s financial operations. In the property area it will give depot com- 
manders for the first time accurate information as to how much money is being 
spent to perform their major operations and where they can reduce operating 
costs and still carry out their mission adequately. 

Sereening property in excess and disposal channels: In the Branch audit of 
the Quartermaster supply operations in Europe a weakness was noted in the 
system of keeping track of what stock was on hand in disposal channels. The 
Army’s procedures provided that as soon as supplies were placed in disposal 
yards accountability by quantity and cost for each stock item was dropped. 
The hand-posted records for keeping track of stock in disposal channels were 
found to be inadequate. This weakness in the disposal records was studied by 
UFAT, and it recommended specific punched-card aceounting procedures for 
keeping track of stock in property-disposal channels. The system recommended 
by the team was put into effect by the Army in January 1957. Now, the Army 
Supply Control agencies before placing orders for supplies on depots in the 
United States screen their records of stock held by property disposal officers to 
determine if stocks on hand in disposal areas could be used to satisfy their 
requirements. 

Air Force.—In any organization as large as the United States Air Forces in 
Europe (USAFE) there will be problems of various magnitude in property ac- 
counting and related controls. This has been true, and the European Branch 
has assisted the Air Force to the extent possible in solving some of its major 
problems in the property area. 

The following brief statements summarize a few of the projects which have 
been undertaken in cooperation with the Air Force. 

Reduction in paperwork in accounting for low-cost items: In 1956 a joint 
study of the processes of accounting for low-cost supplies at several airbases 
was undertaken. The results of the study showed that by stocking more low-cost 
items in the retail outlet stores at airbases that greater economies and effi- 
ciencies could be achieved without losing control over the stock. The recom- 
mendation was accepted recently by the Department of the Air Force. 

Frequency and degree of price changes in inventories: In cooperation with 
both the Army and Air Force, the European Branch undertook the study of 
inventory pricing at various depots and other installations. The study re- 
vealed that many man-hours were expended in making insignificant price changes 
in the inventory records. The group recommended that policies and procedures 
be revised by limiting changes in inventory prices to significant amounts where 
the impact of the changes justify the effort required to effect the changes. Some 
parts of this recommendation have been effected on a worldwide basis, and 
other facets are being considered by the services at the Washington level. 








76 GENERAL ACCOUNTING OFFICE IN EUROPE 


Simplification in accounting for equipment of Air Force units: In European 
Branch examinations of Air Force activities it was found that all items, regard- 
less of value, on equipment lists for operating units were in actual practice 
classified as nonexpendable. As a result certain controls exercised over high 
dollar value and critical equipment were used in controlling relatively inex- 
pensive items, such as flashlights, salt and pepper shakers, and screwdrivers. 
The Air Force and the European Branch made a joint study of the problem and 
recommended that all items having a unit value of $10 or less be classified as 
expendable and dropped from equipment listings which would exempt these low- 
value items from the rigid controls normally exercised over high-value equip- 
ment. The recommendation, with certain minor exceptions, was put into effect 
by all major air commands in April 1957. 

Each of the above-mentioned studies are expected to result in more efficient 
and economical operations in accounting for and controlling Air Force property. 
There are many additional areas that require study before improvements can 
be instituted. The Air Force and the European Branch systems staff are 
cognizant of many of these areas and are actively engaged in isolating the 
weaknesses so that improvements can be effected. 


PARTICIPATION IN MANAGEMENT CONFERENCES 


The Army and Air Force in Europe have conducted several conferences dea!- 
ing with various phases of their operations to assist in promoting more effective 
and efficient operations through the exchange of ideas by participants. These 
conferences also provide operating officials at various locations with current 
information on recent changes in policies and operating procedures. 

During the last 2 years the Director of the Branch and his staff have had the 
opportunity to address several of these meetings. The Branch participants have 
given brief explanatory lectures on the organization, responsibilities, and pro- 
cedures of the General Accounting Office. In 1957 several speeches were given 
at Army property disposal conferences. At these conferences Branch officials 
have pointed out certain weaknesses in past disposal procedures which had 
been noted in audit and investigations. 

Several conferences of Army and Air Force audit groups have also been 
held. The GAO spakers at these conferences have stressed that with properly 
organized, adequately staffed, and effectively conducted internal audits the 
GAO is able to concentrate on evaluating the overall effectiveness of the financial 
and related operations of the agencies or activities under examination. 

The GAO participation in conferences has been received enthusiastically by 
operating officials, and the Comptroller General feels that this form of assist- 
ance is a necessary contribution to the promotion of economy and efficiency in 
Government. 


Mr. Brae. The 1949 act applied to property accounting only 
whereas the 1950 act wasn’t restricted to property but has applic: ition 
across the board. Under section 205 (b) : 

The Comptroller General after considering the needs and requirements of the 
executive agencies, shall prescribe principles and standards of accounting for 
property, cooperate with the Administrator and with the executive agencies 
in the development of property accounting systems, and approve such systems 
when deemed to be adequate and in conformity with prescribed principles and 
standards * * *. 

Mr. Poranp. And should report noncompliance, too ’ 

Mr. Buarr. That is correct. 

That responsibility of the Comptroller General is assumed by the 
Washington office on the basis of reviews made in the field. In that 
connection, I have a summary report on the activities of the auditing 
policy staff in Washington. They point out that one of the projects 
they have is the issuance of accounting principles memoranda which 
will serve as a basic guideline for property accounting systems. The 
purpose of the project is to study problems in property accounting 
and prepare a series of accounting principles memoranda on spec ific 
subjects. These memoranda are distributed to the executive agencies 
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for their guidance and the first one will serve as a basic guideline with 
additional memoranda to cover more specifically the accounting prin- 
ciples established for various classifications and use of property. 
Additional consideration will be given to special subjects, such as 
depreciation, inventory pricing, intragovernmental transfer, means 
of presenting property acquisitions and dispositions in on cost-based 
budgets. 

Mr. Potanp. Excuse me, Mr. Blair, but I was personally a little 
confused by the two sections. F inally, after reading it a number of 
times, I came to the conclusion that the Administrative Services Act 
205 (b) relates specifically to accounting for property and under that 
section the Comptroller General has the duty to prescribe principles, 
to approve the system, and to report on noncompliance. The other 
section, 112 (b) of the Budget and Accounting Act, concern a central 
accounting system and might run way beyond property. 

Mr. Buatr. That is correct. 

Mr. Potanp. Its function there is cooperation and guidance rather 
than prescribing and policing? 

Mr. Buatr. That is correct. Again, in line with the recommenda- 
tions of prior subcommittees, it was urged that we attempt to get the 
agencies to initiate this action. We would cooperate with them and 
that is what we are doing. For instance, it was not until 2 years ago 
that the Office sent us an accounting systems man, Mr. Mallory Re: id. 
I am pleased to report he did an outstanding job and received a meri- 
torious service award and $300 cash. We were also very fortunate in 
having Mr. Wootton to replace him in that area. 

Just to give you an example of the work that Mr. Read did, we 
conducted an examination of the Quartermaster property disposal 
procedures. During the course of that examination, we found the 
(Quartermaster in a buying and selling position. Ordinarily, until 
we started this other system, we would have issued a report on that 
matter of the type t that I referred to as a critical type of report and 
call on the agency to correct the situation. However, we went ahead 
and issued the report but referred that problem to a team called UFAT. 
That stands for United States Army (Europe) field assistance team 
and is composed of represntatives from our office, the Comptroller's 
Office in the Army and the G4 people. The General Accounting 
Office and the Army moved forward to study the problems involved 
in screening this property to preclude, to the maximum extent pos- 
sible, the military from being in a buy-and-sell position. 

In the course of the examination, the men found requisitions for 
items which were also recorded in the Property Disposal Office in the 
excess account in the amount of, as I recall, $229,000. Those requisi- 
tions were cancelled. As a result a system was developed jointly by 
our office and the Army which provided a mechanized procedure for 
screening requisitions against items that had been declared excess. 
They tried the system in the Quartermaster Corps and some $1,- 
200,000 of property w as recovered. 

General McNamara, who is now the Quartermaster General, en- 
dorsed this project. He applied it across the several technical serv- 
ices here in Europe after a period of 4 or 5 months of this new 
screening procedure and some $15 million in property was returned 
to supply channels. 

Mr. Potanp. How much? 
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Mr. Buatr. $15 million, I think is the total. Then we sent a re- 
port back home on this and got joint action by General Accounting 
Office and the military back there. It is now a worldwide regulation. 
I am particularly proud of it because working cooperatively in a pe- 
riod of 6 months we were able to get corrective action taken in this 
particular area. To me it would seem that we can accomplish so 
much more by working with the military in that ight rarther than 
coming out with a critical report and putting them, as you might 
say, in a defensive position. When their own people work with us 
and admit their errors and work to correct them, we can come up 
with results such as this. We did it within a period of 6 months. 

Mr. Fascetx. In this one case you are talking about, did I under- 
stand you to say that you returned back to the supply system $15.6 
million ? 

Mr. Bratr. I say “we,” since it was a joint effort by the military 
and the General Accounting Office. 

Mr. Fascety. As a result of this joint effort ? 

Mr. Buarre. That is right. 

Mr. Fasceti. That much property was put back in the supply 
system ? 

Mr. Brarr. That is right. This was worked out by Mr. Read and 
represented a case where we worked in an attempt to generate suf- 
ficient interest on the part of the military to change their own system. 
That. is just one of many changes that were brought about in Europe. 

Mr. Fascery. Is this the type of joint effort that you are working 
on now with respect to a self-service supply center ? 

Mr. Bratr. We have not initiated active work in that area. We 
did develop data for you in the sense that your staff expressed an 
interest in this particular area. We called upon the milit: ary to sup- 
ply us such information as they had on this area. We accumulated 
the information for such action as you care to take. 

Mr. Fascett. We appreciate your getting this information fer us 
dealing with the problem of self-service supply centers. As a result 
of gathering up this thing, has anything shown up which would indi- 
cate that the General Accounting Office ought to be interested in doing 
something ¢ 

Mr. Brarr. I have not reviewed that writeup. We have not at- 
tempted toevaluateit. There has not been time. 

Mr. Fascetu. I wondered if there was any inventory problem or 
accounting problem in dealing with the operation of those retail stores. 
That is the basic reason we wanted the data, but we have not had the 
time to review it either. I think before we leave here somebody from 
this office ought to tell us whether or not, as a result of gathering this 
information, there is a basis for further inquiry either with respect 
to maintaining the inventory or accounting system that is used, whether 
it is efficient or not. I notice that somebody is going to talk about 
inventory control, accounting systems, safeguarding, and so forth. 
That is in Germany ? 

Mr. Buarr. That is Europeanwide. In other words, we had infor- 
mation from the Air Force and the Army that applies to their stores 
in operation at installations only in Germany, Morocco, France, and 
the United Kingdom. 
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Mr. Fascetn. You have not had a chance then to evaluate this re- 
port to determine whether, even on a preliminary basis, something 
might be done? 

Mr. Rosensercer. I might say that in our writeup there are 41 dif- 
ferent locations in the Air Force. 

Mr. Fascetn. That is exhibit 1? 

Mr. Rosenpercer. Yes, sir. You will also notice from our exhibits 
that it does not involve a great inventory. There is roughly $10 mil- 
lion in inventory. 

Mr. Fascet. That is a lot of inventory, comparatively speaking. 

Mr. Rosensercer. When you are talking about Chateauroux with 
$300 million, no. 

Mr. Fascext. It is a question of priority. You may not be able to 
get around to this thing 5 years from now, but the question is whether 
or not the administrative problem exists. 

Mr. Rosenpercer. That is right. 

Mr. Buatr. To illustrate, they had a reported inventory at Nouas- 
seur as of a recent period of $147 million. Our test sampling indi- 
cated that they were about 60 percent accurate. Allowing for this, 
they have an inventory down there of $300 million. It shows the 
type of error that continually creeps into the supply operation. Then 
we are faced with the problems where we have to give the high 
money area priority. That is a lot of money, but we have to decide 
whether we are going to do a $300 million job or $10 million job. 

Mr. Fasceriu. The answer is obvious. 

Mr. Potanp. With respect to Chateauroux and Nouasseur with the 
new program of doing away with the stockpile and using them merely 
as a reserve area for an emergency supply basis, is that not going 
radically to change your property and inventory accounting systems ? 

Mr. Bratr. That is correct. It is going to have an effect on our 
staffing for fiscal year 1959. It w ill reduce the requests for man- 
power. If the military plans go through for changing its supply 
concept, we will not have the need for 64 authorized positions since, 
at the moment, the supply area is our big area. 

Mr. Potanp. Are you going to be able to get the inventories in 
those places on an even keel before they change them over from a 
depot to an emergency supply basis? 

Mr. Rosenpercer. We certainly hope to but in the case of Nouas- 
seur, I think we got some actions started very promptly. Within 
10 days after completion of our field work, they started to take 
action. That is, instead of continuing their shipping and cutting 
shipping orders and transferring millions of dollars of material to 
the disposal yards they backed up and have accepted our recom- 
mendations to take a location survey to find out what they do have. 

Mr. Potanp. The new system will change the line items they carry? 

Mr. Rosensercer. It will ultimately. 

Mr. Potanp. It will be a big problem getting the excess of current 
line items out to bases, or wherever they “have to send them, or read- 
just their items to the new items. 

Mr. RoseNnsercer. Let me see if I understand you correctly. One 
of our biggest recommendations, outside of the location of inventory, 
was not to ) dispose of these items by sale or to ship them back to the 
United States when you have need of them right in this area. For 
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example, you may have need of them right at Chateauroux and bases 
nearby in north Africa. 

Mr. Potanp. Do you have any estimate of the number of millions 
of dollars’ worth of items which the new program will really take out 
of the depots, or should take out of them ? 

Mr. Rosensercer. No, sir. 

Mr. Potanp. Could it be up in the millions? 

Mr. Buatr. You may be able to get that data when you talk to 
AMFEA in Wiesbaden. I think that what Mr. Rosenberger just 
mentioned is significant, too, from the standpoint that it shows the 
respect that the military have for our recommendations. They 
were operating on an AMC program and the commanding general 
at Nouasseur was not willing to proceed against this AMC directive. 
However, Mr. Rosenberger went to Wiesbaden and talked to General 
Hefley and got immediate corrective action on a stateside-directed 
program. ‘This is representative of the type of response received from 
the Air Force. 

Mr. Fascett. That is encouraging. The subcommittee will go into 
that a little further when we get up into Germany and Wiesbaden. 

Unless there is objection, I think we will go ahead and include 
this study that they prepared on self-service centers. 

Mr. Buarr. Mr. Chairman, I would like to point out it does not 
represent a study. 

Mr. Fascetyi. All you are doing is submitting information that was 
submitted to you and it is unverified data. Nevertheless, I do not 
know that this has ever been accumulated before; and, therefore, for 
that purpose, without objection, we will include in the record at this 
point tab F consisting of information on Army and Air Force self- 
service supply centers in Europe. 

(The document referred to is as follows :) 


ARMY AND AtRr Force Serr-Service Suppty CENTERS IN EUROPE 
INTRODUCTION 


The staff of the Committee on Government Operations, House of Representa- 
tives, has indicated that some members of the Executive and Legislative Sub- 
committee are interested in the self-service supply centers operated by the Army 
and Air Force in Europe. The European Branch of the General Accounting 
Office, therefore, requested these services to furnish certain data on the opera- 
tions of their self-service supply centers. It is emphasized that the Branch 
has not verified this data. We believe the information to be incomplete but 
have assembled it for the subcommittee’s information for whatever purpose 
it may serve. 

History 


The 7th Air Division, Strategic Air Command, started retail store (called 
self-service supply center by the Army) operations at its airbases in England 
in December 1953, and the United States Air Forces in Kurope (USAFE) opened 
its first overseas retail store in 1954 at Wiesbaden Airbase in Germany. In 
1955, after the establishment of several other stores, Headquarters, USAFE, 
issued a regulation authorizing all base and depot commanders in the theater 
to establish and operate retail stores with a target date of September 1, 1955. 
On January 1, 1956, the responsibility for the operation of retail stores at air 
depots in Europe was transferred from USAFE to Air Materiel Force, Euro- 
pean Area (AMFEA). 

In 1954, Headquarters, United States Army, Europe (USAREUR) authorized 
the establishment of a Quartermaster self-service supply center at Heidelberg, 
Germany. Since then two other supply centers have been opened, one at Heidel- 


berg for Ordnance supplies and also another Quartermaster supply center in 
Berlin. 


i 
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Purpose 

Retail stores and self-service supply centers have been established in order 
to reduce costs and effect better supply service by : 

(a) Eliminating excessive stockage of common use low-dollar value line items 
in using units by making supplies available which can be issued as frequently 
as necessary and in the quantities desired ; 

(b) Reducing the amount of paperwork in operating units, supply offices, and 
depots through the elimination of the requisitioning procedures and accounting 
controls in effect for high-dollar value stocks ; and 

(c) Substituting dollar control for quantity control of supplies. 


OPERATING PROCEDURES 


In general, the Air Force ertail stores and Army self-serice centers are operated 
along the lines of a commercial supermarket. The types of stocks carried in 
the stores include automotive, office, hardware, electrical, and plumbing sup- 
plies. A separate store or section is maintained independent of other supply 
operations. Stock is obtained in bulk through local purchase or from the depots. 
The stock is broken out of its original container and is segregated by type and 
is placed on shelves or in bins. 

The customer is permitted to shop for the items desired and carts are usually 
provided for his use. Clerks are available to assist the customer in locating 
stock and to refill bins and shelves as needed. After obtaining the supplies 
needed, the customer is routed to a check station where the sale is recorded on 
a sales slip, a copy of which is given to the customer as a record of his purchase 
and a copy is retained for accounting control. 

Accounting systems and related controls 


rolicy guidance covering the establishment and operation of retail stores and 
self-service supply centers is contained in Air Force and Army regulations. Base 
or post commanders have the responsibility for deevloping local procedures which 
will implement the prescribed policies. In general, the accounting procedures 
and related controls developed by local commands are adapted to local conditions. 
The information supplied to the branch indicated that the following control 
features are present in some form in the local procedures. 

Inventory control.—In order to reduce administrative costs, an essential fea- 
ture of the operations is the elimination of detail stock record cards for each line 
item carried on hand in the retail stores. Overall dollar control of the total 
inventory is used. Under this concept, inventories, purchases, and sales have 
the same price. Accordingly, operating statements can be made by adding the 
beginning inventory and purchases and then deducting sales to arrive at an 
ending inventory on hand at a given date. Verification of the accuracy of this 
method is obtained through actual physical counts which must be made at least 
once a year. 

Replenishment of stock.—Detail stock records are not maintained which reflect 
actual issue data for each item of stock carried in the inventory. Accordingly, 
the determination of the quantity of a particular item to be carried in the inven- 
tory depends upon estimates or informal records. In general, the criteria of a 
good operation is the stocking of items of recurrent demand, rapid turnover, 
and for which a minimum stock level can be maintained, such as 30 days’ 
supply. By using overall dollar data, the actual turnover rate for the entire 
inventory can be established. 

Accounting records.—The accountable records for retail stores operations are 
usually maintained by personnel not connected with the stores. General ledger 
control is usually exercised with accounts being provided for inventory on 
hand, purchases, transfers, turn-ins, and sales. Entries in these accounts are 
based upon the original documents supporting the transactions such as sales 
slips and local purchase orders. Based upon the totals in the accounts, operating 
reports are prepared for managerial use. The reports show such data as sales 
trends and inventory turnover. 

Safeguards.—Most of the safeguards listed below are employed in some form 
in the retail-store operations. Authorized signature lists and/or identification 
cards are generally used to insure that only authorized personnel shop in the 
stores. Authorizations may be limited. For example, personnel from a com- 
munications unit would not generally have any authorization to procure automo- 
tive supplies. 
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Sales slips are prenumbered and controls are usually instituted to account 
for all slips. To circumvent pilferage, the stores are usually in separate 
buildings or sections. In addition, access to these areas is usually limited. Cer- 
tain items especially subject to pilferage may be further safeguarded by being 
placed in special cages where they can only be issued by a clerk on special authori- 
zation. Warning systems may be installed and periodic inspections are usually 
made by military police after closing hours to insure that the areas are secure. 


LOCATIONS AND OPERATING STATISTICS 


The following is a breakdown of the number of stores in operation by the Air 
Force and Army in Europe at June 30, 1957: 


Number 

Air Force: of stores 
12th Air Force bases in France and Germany___--------_--_--------- 16 
en ah cea cice aiapargaduaieneseepmia pieeapesiencea-at 9 

7th Air Division of Strategic Air Command in England___----_--~~__ 5 
Air materiel depots in England, France, and Morocco___-------~-~-~- 3 
Headquarters support units in France, Germany, and Italy____._-__-~- 5 

ee ee ie ees kien conic ooh ene tgs Pea Sd le pg incimen eas wip tara dae tones 3 
SO caries esa pi a acter apa aslo ecnen eal et rcemtet etaok eoatk deen 41 


The information furnished by the Air Force and Army relative to the loca- 
tions and operations of these retail stores, with the exception of the five oper- 
ated by headquarters support units of the Air Force, which was not readily 
available at Headquarters, United States Air Forces in Europe, is presented in 
the attached exhibits 1 through 4. 


EUROPEAN BRANCH SYSTEMS WORK 


The Air Force retail stores in Europe were originally limited to supplies 
locally procured. The European Branch and USAFE performed a joint study 
in 1956 which indicated that it would be economically feasible to expand the 
supplies in these stores to include low-cost items centrally procured. In July 
1957, Air Force regulations were amended to provide for stockage of centrally 
procured supplies in the retail stores at the option of local commanders. 
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Pxureir 1.—United States Air Forces in Europe—Results of operations of retail 
stores for the G-month period ended Dec. 31, 1956 


























Inventory at Dee. | Staffing 
31, 1956 
| Bc whe _| Annual | Estimated 
Airbase location Sales | | inventory) salary cost 
| Num- | | | Estimated |turnover!) per sales 
| ber | Amount | Num-|! cost for 6 dollar ! 
| line | | ber | months 
| | items | 
_ aca T pao - — = ees 
| | 
Germany: } | 
MUNN 252 os co eld $235,097 | 7, 595 $206, 828 | 18 $16, 320 2.3 $0. 07 
a SS ae 84, 992 1, 682 101, 891 | 7 | 7, 270 1.7 | .09 
Neubiberg..-..---...--] 112, 529 | 3, 700 53, 809 | 8 | 8, 310 | 4.2 .07 
Ramstein _......... oul 118, 788 8, 000 247, 928 10 10, 390 1.0 .09 
I ie Bit csr ke dation 71, 358 3, 205 57, 432 5 | 5, 550 2. 5 | . 08 
Spangdahlen_ Wechaacawel 430, 397 5, 383 107, 895 | 6 | 6, 230 8.0 .02 
Sembach ..........--- | 138,952 | 5, 400 269, 981 | 11 |} 11, 190 1.0 . 08 
France: | | | 
Ra EE 36, 052 3, 725 66, 836 | 7 | 8, 276 1.1 .23 
PRS i 5 cmseccnd bs 83, 575 1, 900 72, 091 | 5 | 5, 912 2.3 .07 
tie rn qin | 159, 501 | 3,050 138, 446 7 8, 276 2.3 . 05 
oo Rekssiaiinditiewinan d 77, 862 1,070 108, 267 6 7, 194 14 .09 
Chaumont.__.._.-.-- 82,075 | 3,196 86, 857 4 5, 249 1.9 . 06 
Chambiey -..........<-. 87, 450 6, 500 112, 056 6 7, 194 1.6 . 08 
Bordeaux. _-_...-- ata 97, 622 6, 500 80, 410 7] 8, 276 2.4 . 08 
Toul-Rosieres- __.--..--| 75, 454 | 2,356 172, 817 5 | 5, 912 .9 . 08 
England: | | ! 
Molesworth. ____._- 70,955 | 1,581 64, 858 | 7 | 7, 420 2.2 .10 
Manston.___ | 106,921 | 4.357} 101, 218 8 | 8, 480 2.1 "08 
Wethersfield... __.- 80,877 | 4, 100 86, 4 6 | 6, 360 1.9 . 08 
Eee. 5. .-0<- 197, 554 2, 400 | 220, 27 11 10, 770 1.8 .05 
Sculthorpe ------- 283,212 | 5,000| 173, 322 | 8 | 8, 480 | 3.3 | 03 
Bentwaters | 136, 767 | 3, 252 | 56, 494 | 6 6, 360 | 4.8 | 05 
Crange. ....-. | 10, 217 | 225 26, 830 3 3, 986 8 | 39 
Croughton ? 24, 936 | 246 46, 711 3 3, 986 | 1.1 . 08 
Aleonbury _.____- 71, 671 3. 050 51, 908 | 7 7, 420 | 2.8 .10 
TUGEEs weecce Se Oe fantwee 2, 711, 244 | 171 184, 811 | $2.1 | 3.06 


1 Computations were made by European Branch/GAO and were based upon the data in other columns 
furnished by USAFE. 

2 Sales from inception Oct. 1, 1956, to Dec. 31, 1956, 

3 Average. 


Exutpit 2.—Strategic Air Command, 7th Air Division—Results of operations of 
retail stores for the year ended June 30, 1957 











Inventory at 
June 30, 1957 | Estimated 
foxt Sadie D _| Estimated Annual salary cost 
Air base location | Sales | | annual stafl- | inventory | per sales 
| Number ing costs ! turnover 2 | dollar 2 
| ofline Amount | 
| items | 
England: | | 
Greenham Common _.| $141, 701 | 1, 500 | $43, 033 $13, 524 3.3 | $0.10 
Laken Heath-- ; 141, 904 | 3, 300 | 35, 332 | 13, 524 4.0 .10 
West Drayton. | 176,854 1,343 | 35,059 13, a 5.0 - 08 
Upper Heyford_. 173, 447 | 1,610 | 40,042 oe 24 4.3 | . 08 
Brize Norton-.- 140, 588 | 1,021 | 36, 442 | 13, 5 4 | 3.8 | -10 
Ne 774, 494 |__- | 189, 908 | 67, 620 34.1 | 3.09 


! ' | 


1 The 7th Air r Div ision estimated the above annual staffing costs assuming that approximately 2.7 staff 
sergeants were assigned to each store. 

2 Computations were made by European Branch/GAO and were based upon the data in other columns 
furnished by the 7th Air Division. 

3 Average. 
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Exnisit 3.—Air Materiel Force, European area, U. 8. Air Force—Results of 
operations of retail stores for the 6 months ended June 30, 1957 


| Inventory at June Staffing 




















30, 1957 Estimated 
oe ay _____S|s«CAnnual | salary cost 
Air depot Sales inven- per sales 
| Num- Fstimated tory dollar ! 
| berof | Amount | Num- | costs for 6 turn- 
| | line ber months over! 
| items 
aed sid ey eee anes 
NAMAE, Burtonwood, | 
England. Se. $218,225 | (2) $170, 471 20 $14, 640 2.6 $0. 07 
CAMAE, ‘Chateauroux, | 
Pree i SF 768, 527 | 18, 280 320, 584 | 32 16. 242 4.8 . 02 
SAMAE, Nouasseur, 
Mordeee. s005.i:. cee. | 676, 905 (2) 3 6, 532, 341 | 18 22, 906 —_ | . 03 
co a 1, 663, 657 |__-_-..- 7, 023, 396 | 70 a 53, 788 | 4.5 | 4.03 





1 Comeatities were made by European Branch/GAO and were need upon the data in other column 
furnished by AMFEA 


2 AMFEA stated that this information was not available at its headquarters. 

3 AMFEA stated that the large inventory is, to a considerable extent, the result of a transfer to the store 
in February 1957 of building materials and construction equipment from Atlas Constructors, a construc- 
tion contractor at the depot. 

4 Average. 


Exuisit 4.—U. S. Army, Europe—Results of operations of self-service centers for 
the year ended June 30, 1957 

















Inventory at 
| June 30, 1957 Estimated 
| Estimated Annual salary cost 
Location of center Sales annual staff- | inventory per sales 
Number ing costs turnover ! dollar ! 
ofline | Amount 
items 
Quartermaster Supply Center, 
Heidelberg.............-..../1, 083, 535 1, 632 | $352, 246 $56, 772 2.9 $0. 06 
Ordnance Supply Center, 
Heidelberg... 2 40, 298 478 2, 481 2131 16, 2 
Quartermaster ‘Supply Center, 
a es: 2 213, 124 1, 200 145, 379 3 22, 812 1.5 .10 
aida siciicaoineeencoh nti 1, 286, 957 acai 500, 106 79, 715 32.6 3.06 








1 Computations were made European Branch/GAO and were based upon the data in other columns 
either furnished by the Army or projected from data furnished by the Army. 

2 The Army only furnished 1 month’s operating data for the Ordnance Supply Center in Heidelberg, and 
only 6 months’ operating data for the Quartermaster Supply Center in Berlin. The European/GAO pro- 


jected this data for 1 year so as to make it comparable to the data supplied for the Quartermaster Supply 
Center in Heidelberg. 


3 Average. 


Mr. Fascetn. Mrs. Harden, do you have any questions ? 

Mrs. Harpen. No questions. 

Mr. Fascein. Mr. Michel? 

Mr. Micuet. Just one question. 

Mr. Blair, when you first began your testimony, we were on the 
subject of the number of people that you had in the office here in the 


European Branch. I believe you said 52 on board with an authoriza- 
tion of 64. 


Mr. Buar. That is right. 

Mr. Micuen. You felt you had the number you needed to do a good 
job, or at least the recoveries made thus far justified your existence. 

I think the chairman inferred, as I certainly would, too, that the 
value of your office cannot be solely determined by the ‘amount of re- 
coveries you make. If ever there is an area or an agency of Govern- 
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ment that should not be undermanned, but which should be fully 
staffed to keep a close tab on things, it would be the General Account- 
ing Office. It would certainly be : my observation, or suggestion, that 
if 7 you think you need any more people at all, that those wishes be 
made known because, on the basis of information you and your sub- 
ordinates here have given the committee, certainly it deserves all the 
help that we can give you at the legislative level because you are 
certainly performing a function not only for us but for all of the 
American people and apparently doing a very good and thorough job. 

As much as I have been opposed. to increased staffs and mounting 
costs of Government, it would certainly seem to me that in this one 
field, and probably the Internal Revenue Service and the FBI, we 
should not be cutting corners as far as adequate personnel is concerned. 

I just leave that observation for the record. 

Mr. Buarr. I want to thank you, Mr. Congressman, for your re- 
marks. 

Mr. Fascerz. Mr. May? 

Mr. May. I think that is a very suitable conclusion to be drawn 
from Mr. Blair’s testimony and others’ here today. 

The only other question that I could perhaps have raised before 
this, and which might be answered briefly, is the one that you raised 
on supplies in your surveillance of inventories in the area that you 
have covered. I am now talking about the item of $300 million in 
one place. Are there any specific items in overabundance that are 
glaring, outstanding in that area? That is, in the field that you 
have covered ? 

Mr. Buarr. I do not know that I fully understand the import of the 
question ? 

Mr. May. We were talking earlier about the supply problem and 
your surveillance of it. 

Are there any glaring examples of an excess item in oversupply 
that you have uncovered and of great value? 

Mr. Fascerz. They testified about cancellations of procurement. 
That is a good point about the determination of excess supply on hand 
though. I think you have testified that you have found plenty of it, 
have you not? 

Mr. Buair. Yes; at Chateauroux. 

Mr. May. On the whole, there were big totals involved there but 
were there any particular items you can mention ? 

Mr. Fascety. Like left-handed carburetors or 1918 trench coats ? 

Mr. May. When we received the Hoover report we heard something 
about canned hamburger. 

Mr. Rosensercer. Mr. Fascell, a moment ago you mentioned the 
‘ancellation of procurement. Let me go into some detail here, please. 

Mr. Fascetu. Before you answer my question, how about answering 
Mr. May’s question ? 

Mr. Rosensercer. I did not hear it. 

Mr. Buatr. Iamsorry. I thought he was going to respond to your 
question. 

Mr. Hunter, do you have any particularly outstanding examples in 
mind ? 

I might point out that with occasional exceptions the nature of our 
examinations do not concentrate on particular items like that. We 


98996—_58———7 
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look at the problem from an overall basis rather than picking out these 
individual items. That is, we do not go into, let us say, so many cans 
of hamburger. Maybe we should, but we do not. We look at the 
overall program in general oversupply, but we have not checked these 
individual items. 

Mr. May. As a result, those in authority will straighten out any 
problems involved ¢ 

Mr. Buatr. Yes. 

Mr. Buckiey. Mr. Chairman, in connection with that point under 
tab G, the document on audit and accounting responsibilities states: 

* * * Tn some instances, Army excesses have not been considered in supplying 


Air Force requirements, and excess lists were not being sufficiently circularized so 


that items listed could be screened for possible filling of customers’ requi- 
sitions. * * * 


It then goes on to say that— 


The GAO staff examined records of supplies classified as excess and surplus 
and found that orders for the same types of supplies recently, had been placed 
with depots in the United States * * *. 

Then it says: 


* * * Subsequently, during the period July 1 to October 31, 1956, the Army 
saved ordering supplies valued at $14,641,000 by recouping quantities already on 
hand and in excess and disposal channels. No estimate is available on what has 
been saved since this period. * * * 

I think that the point Mr. May was raising there had to do with the 
system of inventory control. You have apparently gone into it very 
thoroughly and found certain items far in excess of present needs. 
The point was, Is there anything such as canned hamburger and cat- 
sup that would fall into this survey that you undoubtedly conducted ¢ 

Mr. Buatr. That information would, of course, be known to the par- 
ticular auditor who performed the job and would turn up in the work- 
ing papers. I have no knowledge of any particular item like that. 
That has not gotten into the report. 

The two program supervisors have not called that to my attention. 
The auditor himself in going through the line items would select 
naturally those errors in oversupply. We have not made a headline 
out of them in the sense that we report an excess of so many cans of 
hamburger or an excess of so many boots. We have conducted a study 
with respect to excess ammunition, but we certainly are concentrat- 
ing on this area of inventory control. It is an area where consider- 
able additional corrective action is required and we are working on 
it but it is a tremendous problem. We have a tremendous amount 
of supplies over here and the problem is complicated by the fact that 
they have to train these Frenchmen to speak English. They have 
given up on trying to get us to speak French. They have to teach 
the Germans, too, to speak English and read our invoices. They have 
problems here that we do not have stateside. The language problem 
is one. Also you are using lower grade employees to begin with 
and you are expecting these low-grade employees to develop pro- 
ficiency in the English language. 

Mr. Fascert. As an example, Mr. Blair, if you were to find out 
that as a result of this administrative problem, you built up a supply 
of spare parts of an obsolescent engine and the parts were enough to 
supply you a thousand years, you would fire the German and get 
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somebody who spoke English. I appreciate that you would want to 
o to the defense of the agency and we recognize that it is a problem, 
But it does not lessen the error in any way. 

Mr. Buatr. Speaking of a specific example, we did have a specific 
matter that was developed as a result of an investigation in the early 
stages of the existence of the branch and it involved the procurement 
of automotive heaters. These heaters were required for jeeps and 
through a clerical error they ordered some heaters that were to be 
installed in trucks. I have forgotten the exact facts, but we can sup- 
ply that for the record, if you are interested. Maybe I have it here. 
Anyway, we issued a special investigative report on it because we 
thought that was an aggravated instance and should be reported 
separately. That may be, for your information, a distinction between 
an investigation and an audit. The investigations disclosed that 
back in August 1952 the Army command in Austria had requisitioned 
some 4,398 automotive heater kits from United States supply sources 
without knowing the proper description or the actual cost of the 
item. Later, upon learning of the unexpected great cost involved 
of one-and-a-third million dollars, the command canceled the order 
but not before 1,969 of the heaters had been shipped to ports of 
embarkation of which 1,845 had been placed on ships bound for 
Europe. Contracts were let for the remaining 2,429 and the com- 
mand returned 1,740 to the United States. At the time in question 
they had installed only one. 

Mr. Hunter. We had pictures of them. They were almost as big 
as the jeep. 

Mr. Bucstey. Is cost. cited here? 

Mr. Buarr. Acquisition cost is $144 million. Had this gone ahead 
and been completed, that would have been a considerable loss. This 
was not a heater for a jeep and somebody finally caught it although 
they had requisitioned some 4,400. By the time someone in the com- 
mand canceled the order, 1,845 of them had been placed aboard ship 
and were en route to Europe. 

Mr. Bucxitry. What was the eventual cost to the United States 
Government ? 

Mr. Buair. The cost of shipping and handling the heaters in the 
United States is approximately $50,000. That is shipping costs. 

Mr. Fascet.. Then you had the items in stock and they could not be 
used. You had 104 of those? 

Mr. Briar. Right. 

Mr. Fascetx. Plus the one that was installed, plus the aspirin tablets 
needed ? 

Mr. Buarr. Right. 

Mr. Fascetn. We have another group of people waiting and unless 
there is somebody with another question, perhaps we had better go on. 

Mr. Buarr. Mr. Chairman, I might suggest for your consideration 
that we have not gotten into a number of areas that may prove of 
interest to you. We could supply for the record a synopsis of some 
of our examinations that may prove of interest. 

Mr. Fascetxt. On specific cases ? 


Mr. Buatr. I have a number of them here and hoped to get into 
them. 
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Mr. Fascert. Just generally give us an idea of that without all of 

the details and then we will take the information for the record, as you 
suggested. 
* Mr. Buarr. As a result of one of our recommendations that Ger- 
many be charged for certain expenses incurred for some $1,397,000 
recovered. In another instance, USAREUR canceled requisitions in 
the United States for unauthorized items of ordnance equipment for 
special reserve programs. They canceled $188,000 of requisitions. 

Another example was where they were declaring some vehicles and 
spares surplus that were needed by NATO nations, and the NATO 
governments had to go out to the surplus yards and compete with the 
other surplus buyers for this equipment. We felt it would be advisable 
to make this equipment available to the user nations. In other words, 
the foreign government would buy this eqiupment from us and pay at 
least 20 percent of the cost. Then we examined the Bordeaux Depot 
some 2 years ago and recommended that it be closed. The Air Force 
eame back with the answer that for strategic reasons they could not 
close it. Then a decision was made back in the States that they were 
going to close out their depots. They used our report and determined 
the feasibility of closing out Bordeaux. We feel that while we cer- 
tainly cannot claim total credit for closing out that depot, the services 
used our information and it served some purpose. 

Mr. Fascett. Is that on the basis of duplication of effort or uneco- 
nomical operation ? 

Mr. Buatr. That is right. They were stocking tires and we felt it 
could be more economically done at Chateauroux. The order came to 
close down and that will save some $1,358,000 annually. 

Mr. Fascett. We would like to have in the record at this point 
the information on the details and specifics that you have on this list. 

Mr. Buarr. That is roughly the type of material I have. 

Mr. Fascert. We would like to have that detailed in the record at 
this point in each one of these cases. 

Without objection, we will include in the record at this point tab B 
of the brief which deals with the reports issued from August 1952 
through June 30, 1957, by the European Branch of the General Ac- 
counting Office and tab C which is the list of assignments closed locally 
from August 1952 to June 30, 1957. I believe that covers everything in 
the brief that we can put into the record that can be useful and which 
is not classified. 

(Tab B and tab C follow herewith :) 


UNITED STATES GENERAL ACCOUNTING OFFICE, EUROPEAN BRANCH 
SYNOPSES OF CERTAIN SIGNIFICANT MATTERS DEVELOPED 


The following synopses were compiled to illustrate the nature of the more 
significant matters developed by the European Branch from its inception, the 
more current significant matters having already been supplied for the subcom- 
mittee transcript. These synopses indicate the various types of examinations 
conducted by the Branch and the savings being realized through its efforts. 


CONTROL OVER BILLINGS TO THE UNITED KINGDOM 


Background 


As part of our effort to help improve military supply operations in the European 
area, we conducted an examination of supply operations and procedures at the 
Northern Air Materiel Area, Burtonwood Air Depot, England. We reviewed 





om 
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depot procedures and internal controls over the receipt of reparable property 
items from mutual defense assistance program (MDAP) countries and the invoie- 
ing for the repair or issuance of items exchanged for the reparable property. 


Findings and conclusions 


We found at the Burtonwood Air Depot and MAAG—UK, London, that a special 
project “Eagle Eye” approved by Headquarters, United States Air Forces, Europe 
(USAFE), provided for the repair by the depot of reparable components of the 
MA-3 fire-control system received from the United Kingdom or for the issuance 
of serviceable components in exchange for the reparable items. Provision was 
made for reimbursement. by the Air Ministry, United Kingdom, at the rate of 
20 percent of the serviceable (stock list) cost of each component of the MA-3 
fire-control system repaired or exchanged. 

At the time of the project agreement, a United Kingdom Air Ministry official 
estimated that total payments by the United Kingdom under the project would 
amount to approximately $220,870. Although MAAG-United Kingdom records 
pertaining to the project contained the detailed provisions for reimbursement 
by the United Kingdom, Headquarters, USAFE, and NAMABP procedures pub- 
lished to implement the project made no reference to the reimbursement pro- 
visions of the agreement and personnel of NAMAE Supply Directorate and 
Office of Comptroller were not aware of these provisions. 

We found that depot personnel had not billed the United Kingdom for service- 
able components shipped through October 20, 1955. 


Recommendation 


We brought to the attention of Burtonwood Air Depot officials the project 
agreement provisions for reimbursement by the United Kingdom and recom- 
mended that action be taken to invoice for past services provided. We brought 
this matter to the attention of the Commander, Air Materiel Force, European 
area (AMFBA), on February 2, 1956. 


Summary of action taken 


On March 27, 1956, Headquarters, AMFEA, advised that a first invoice dated 
March 5, 1956, in the amount of $44,523.44 had been forwarded to the Air 
Ministry, United Kingdom, for services provided by the depot under project 
Eagle Eye. Total savings that will result are estimated at $220,000. 


REPAIRS AND UTILITIES SUPPLY PROGRAM 
Background 

A review was made of the Repairs and Utilities (R. and U.) Division 
Supply program in the Southern Area Command (SACOM), United 
States Army, Europe (USAREUR), at the Munich and Stuttgart, Germany, 
installations which included a review of stock levels, the relationship of stock 
levels to issue experience, procedures for disposal of excess stocks and the 
physical custody of materials. 
Findings and conclusions 


1. Excessive procurmeent.—The Munich and Stuttgart repairs and utilities 
supply locations have procured items of supply in greater quantities than re- 
quired for the 90-day control level or the 180-day retention level. A selective 
examination of purchase requests submitted by the Munich location disclosed 
that deliveries on these requests resulted in the accumulation of supplies that 
would probably last from 1 to 4 years. 

In addition, the accountable officer at Stuttgart requisitioned many items 
from repairs and utilities excess property lists for which there was no ap- 
parent need. Based on a 2-year consumption experience for 1 item, the 
quantity requisitioned would last the Stuttgart location over 60 years. At the 
time the requisition was placed, Stuttgart had about a 20-year supply. Other 
cases were noted where property of relatively high value was requisitioned 
from excess lists in greater quantities than required. 

The procedures that have been established to make excess stocks of one 
location available to other locations that are in need of the item are sound. 
However, indiscriminate requisitioning of items for which there is no need defeats 
the purposes intended. The shifting of excess stock from one location to 
another, with the attendant shipping costs and paperwork, is obviously wasteful 


and precludes reporting of the true excess position to officials responsible for 
redistribution or disposal. 
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2. Excess stock—Our review at Munich and Stuttgart revealed that these 
locations have not reported all their excess stock to SACOM. Many items of 
expendable and nonexpendable property have not been declared excess. At one 
location the actual issues, as shown on the stock record cards, were much less 
than the issues reported for the preceding 180 days on the repairs and utilities 
excess property reports that were sent to SACOM. Consequently, erroneous 
control levels were established with a resultant understatement of reported 
excesses. 

We noted also that excess lists of DM-procured items were distributed only 
to certain engineer locations in Germany, and lists of dollar procured items 
were distributed to engineer units in France and Germany. Change No. 2, 
dated September 6, 1955, to AR 755-10 permits the transfer of foreign excess 
personal property to other military departments within the Department of 
Defense (DOD) without reimbursement, 

8. Utilization of warehouse space——We found that property being retained in 
protective custody needed reappraisal from the standpoint of whether a real 
future need for such property might exist and that available warehouse space 
was not being fully utilized. 


Recommendations 


We recommended that greater care and judgment be exercised in the procure- 
ment of repairs and utilities supplies; that closer supervision be given to the 
determination of requirements prior to initiating requisitions for excess items; 
that all stocks excess to needs be reported for redistribution in accordance with 
existing regulations; that wider distribution be made of listings of excess prop- 
erty to insure a greater utilization of such items by other military activities 
having requirements; and that a current review be made of the items in pro- 
tective custody status to determine that they may reasonably be expected to 
be used and to establish proper authorization for the maintenance of the large 
quantities of items in this category. 


Summary of action taken 


In a letter dated March 19, 1957, Maj. Gen. A. T. McNamara, Assistant Chief 
of Staff for Logistics, Headquarters, USAREUR, concurred generally with our 
findings and outlined the measures adopted to correct the deficiencies noted 
and to develop effective administration for the repairs and utilities supply 
program. He stated that the USAREUR engineer was being directed to conduct 
command inspections at all repairs and utilities supply locations and to monitor 
requisitions; that the matter of overstocking of ‘‘free” excess items was being 
corrected and proper retention levels established and emphasized; that all area 
commanders had been instructed to insure that all excesses are reported for 
redistribution; and, regarding protective custody property, that expendable 
items in this category were being redistributed to using activities and this type 
property would be more closely monitored in the future. The Comptroller, 
USAREDR, stated that listings of excess property would be distributed auto- 
matically to all Army activities within Germany and that consideration was 
being given to distributing the lists to Air Force activities. 

These matters were reported to the Assistant Secretary of the Army (Logis- 
tics) in a letter dated September 12, 1957. 


DUPLICATION OF FINANCE FACILITIES 
Background 


Shortly after the European Branch was established, a review was undertaken 
of the activities of the Finance Office, United States Army (FOUSA), Paris, 
France. 


Findings and conclusions 


Our survey disclosed that in June 1952 the United States Air Force established 
a finance office in Paris to assume disbursing services for Air Force activities 
in the Paris area; that these services had formerly been provided by the Army 
finance office; that costs of operating the newly created office totaled $28,600 for 
a 4-month period during which a total of 1,005 vouchers were paid; that during 
the same 4-month period the Army finance office paid 15,234 vouchers at a cost 
of $76,300; and that the Army finance office could reassume the disbursing 
functions provided by the Air Force activity without additional cost. 

We concluded that the duplication of disbursing facilities did not appear to 
serve the best. interests of the United States Government and that additional 
costs of about $85,000 annually were being incurred as a result of the duplication. 
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Recommendations 


In our letter to the Comptroller, United States Air Forces, Europe, we ques- 
tioned the advisability of continuing the operation of the Air Force finance office. 


Summary of action taken 


Headquarters, United States Air Forces in Europe, ordered the deactivation 
of the Air Force finance office in Paris effective February 28, 1953. Disbursing 
activities of the office reverted to the Army finance office. Annual savings were 
estimated at $85,000. 

The Comptroller General discussed our survey findings before the House 
Committee on Appropriations considering fiscal year 1954 budgets. 


PROCUREMENT OF AUTOMOTIVE HEATERS 
Background 


This investigation was made to determine the circumstances surrounding the 
requisitioning, by Headquarters, United States Forces in Austria (USFA Com- 
mand), from supply sources in the United States, of 4,398 automotive-personnel 
heaters costing approximately $144 million. The heater units were requisitioned 
for installation in automotive equipment of the USFA Command; however, of 
the 1,845 received by the command, only 1 had been installed. 

We submitted a report on our findings to the General Accounting Office, Wash- 
ington, on December 31, 1953. Following additional investigation of certain 
phases of the subject at the Ordnance Tank Automotive Center, Detroit, Mich., 
and the New Orleans Port of Embarkation, New Orleans, La., the Washington 
office transmitted a report to the Secretary of the Army on August 23, 1954. 
Copies of the report were also sent to the standing congressional Committees 
on Appropriations, Government Operations, and Armed Services. 


Findings and conclusions 


Our investigation disclosed that in August 1952, the USFA Command requisi- 
tioned 4,398 automotive-personnel heater kits from United States supply sources 
without knowing the proper description or the actual cost of the items. 

Later, upon learning of the unexpectedly great cost involved (about $1%4 
million in acquisition costs), the USFA Command immediately canceled the order 
but not before 1,969 of the heaters had been shipped to ports of embarkation 
from which 1,845 had been placed aboard ship and routed to Europe, and con- 
tracts had been let for the remaining 2,429. The USFA Command returned 
1,740 of the heaters to the United States and, according to information at the 
time of the report, installed only 1 heater and placed the remaining 104 in stock. 
The 2,429 heaters which were contracted for were used to fill shortages in 
Ordnance stocks. The cost of shipping and handling the heaters in the United 
States and to and from Europe approximated $50,000. 

Officials of the USFA Command, though requested to verify the order, did not 
make any effort to ascertain the cost. The Office of the Chief of Ordnance gave 
instructions regarding the authority needed to acquire the heaters as their use 
was not clearly sanctioned within the USFA Command, but made no mention 
of cost. The New Orleans Port of Embarkation processed the requisitions with- 
out question. The Detroit Ordnance Tank Automotive Center questioned the 
quantity of heaters requisitioned but not their cost. 

It appeared that ordinary business practice of checking and considering the 
description and cost of the items by the officials initiating and processing the 


requisition would have saved the Government $50,000 in shipping and handling 
costs. 


Recommendations 


Our report of investigation was in the nature of a disclosure of wasteful 
practices by military officials in failing to exercise prudent judgment in the 
performance of supply responsibilities. 

Summary of action taken 


General Accounting Office representatives testified regarding this investigation 
before the Subcommittee on Independent Offices, Committee on Appropriations, 
House of Representatives, on January 13, 1954. 
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CONTRACT PRICE REDUCTIONS 
Background 


As part of our efforts to review the large procurement actions of the military 
services in Europe, we undertook in the early part of April 1955 a review of 
the Signal Corps procurement actions accomplished for the fiscal year 1954. 
This review was completed in June 1955. 

Findings and conclusions 


In our review we found that fiscal year 1953 contract DA-91—557—EUC-254 
and fiseal year 1954 contract. DA-91-557-EUC-444 had been awarded to the 
British Ministry of Supply (MOS) without competition. MOS was considered 
to be the sole source for the material required despite the fact that most of the 
material not available in British War Office stocks had to be purchased by MOS 
from new production. The contracting officer did not obtain cost data or other 
evidence to support the price proposed by MOS, nor did he compare prices be- 
tween contracts EUC-254 and EUC-444. Many identical items were purchased 
under both contracts. Our examination disclosed many price variations as 
between the two contracts. We also noted that the schedule of items in contract 
EUC—444 listed many items two or more times at different prices. 


Recommendations 


We made no formal recommendation but in discussing our findings with the 
contracting officer he evidenced interest in correcting obvious errors and discuss- 
ing with MOS prices which appeared to be unreasonable. 

Action taken by agency 


We made our comparisons available to the contracting officer who then for- 
warded the information to the MOS for explanation and immediate action. 


Repricing of items in contract EUC—444 resulted in a contract price reduction 
of about $41,720. 


EXCESS COSTS ON SHIPMENTS TO OVERSEAS DESTINATIONS 


Background 


A review of the operation of three French ports by the United States Army, 
Europe (USAREUR), disclosed that these ports were being utilized to a very 
limited degree. A subsequent review of port facilities operations, Bremerhaven, 
Germany, USAREUR, included a study of transportation costs for moving cargo 
unloaded at Bremerhaven to French destinations. 


Findings and conclusions 


We found that transshipment of cargo destined for points in France from 
the port at Bremerhaven, Germany, resulted in costs in excess of that which 
would have been incurred had the shipments been routed through French ports. 

USAREUR technical services and agencies, which requisition supplies, ma- 
terials, and equipment from stateside, code requisitions to show the overseas 
ports of discharge and the ultir:ate overseas destinations, and set out on the 
requisitions the routing information for the ports of discharge. This routing 
information, however, is changed sometimes by the stateside shipping agent. 

A review of the transportation routings on cargo received at the port during 
the period January 1 to May 24, 1955, disclosed that approximately 20,000 tons of 
cargo received during this period were transshipped to destinations in France. 

A cost comparison study of a partial listing of the shipments was made of the 
line-haul costs via Bremerhaven with similar costs via Franch (ComZ) ports. 
These costs were developed on the basis of an average of 10 tons per car. This 
comparison of costs showed that it was more expensive to ship materials and 
supplies into France via Bremerhaven than by way of French ports on ship- 
ments destined for any point farther than 110 miles west of Palzen, Germany, 
the most generally used border crossing by rail. Shipments of 8,147 tons made 
for the various technical services were in this category and resulted in a gross 
excess line-haul cost (actual savings would be reduced by costs of docking 
ships at French ports) of over $124,000. 

The following is a specific example of excessive line-haul costs in such trans- 
shipments. Three shipments totaling 2,313 tons were shipped by rail from 
Bremerhaven to Captieux Ordnance Depot, a distance of 1,019 miles, at a line-haul 
cost of approximateley $90,400. The same shipments, if transshipped from 
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Bassens (Bordeaux, France), a distance of 60 miles, would have cost approxi- 
mately $5,400, a savings of $85,000 in rail transportation. 


Recommendations 


In our letter to the Commander in Chief, USAREUR, dated May 22, 1956, we 
stated that excessive line-haul costs were incurred in some shipments from the 
BPE; that French ports were being utilized to only a limited extent; and that 
the routing procedures followed by the USAREUR technical services and agencies 
responsible for initiating requisitions for military supplies from stateside depots 
and designating overseas ports of discharge should be reexamined. 


Summary of action taken 


The Commander in Chief, USAREUR, on June 28, 1956, advised that action had 
been taken to direct stateside shipments of all general military supplies destined 
for France through the French (ComZ) ports in order to eliminate the excessive 
costs of shipments. 

A letter report was sent to the Department of the Army on November 30, 1956, 
and copies of the report were sent to the Secretary of Defense and to the Director, 
Bureau of the Budget. 


ELIMINATION OF ROYALTY CHARGES 
Background of review 


In view of the large sums being disbursed by the military departments for the 
offshore procurement of required materiel, much of the effort of the European 
branch was directed toward the examination of these offshore contracts. The 
instant accomplishment was as a result of our findings disclosed in the course 
of an examination of offshore contracts awarded by the United States Air Force 
in Europe during the fiscal year 1953. 


Findings and conclusions 


Our examination disclosed that certain contracts awarded by USAFE 
included, in their prices, charges for royalty payments made by European 
producers. to United States patent owners. We pointed out that contracting 
personnel had made little attempt to eliminate royalty charges despite the fact 
that Air Force policy requires an investigation and attempt to eliminate such 
charges where appropriate. As an example, we cited contract AF 61(514)-362, 
Recommendation 


We recommended that all contracts be reviewed and that charges for royalty 
payments be researched and eliminated from contract prices where warranted. 


Action taken by agency 


We were advised by the Procurement and Production Directorate, USAFE, that 
a review of all contracts would be undertaken in accordance with our recom- 
mendation. Subsequently, in a letter dated August 18, 1955, to the European 
branch, USAFE stated in part, “In accordance with your recommendation relative 
to contract AF 61 (514)-362, aggressive action was initiated by this headquarters 
with gratifying results. A recovery of $51,964 was effected by supplemental 
agreement No. 8 dated April 14, 1955, reflecting a consequent reduction in 
eontract price.” 
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100 GENERAL ACCOUNTING OFFICE IN EUROPE 


APPENDIX A 





Construction program, Western Area Command (WACOM), USAREUR, 


Kaiserslautern, Germany 











Assignment Description 
I-17909-1...........- American-financed housing project in West Germany- ---..-..--.--- 
E-B700G+-S.. 2. cacccevie- Preliminary report of investigation, activities of Robert E. Rower 


and Robert N. Kerns, re architectural and engineering and other 
contracts, Rhein military post. 


I-17009-3. ....-.....- Preliminary report of investigation. Lt. Col. Fred Walters; irregu- 
larities in awarding construction contracts. 
BOOP. 5c cnckcdces Report of investigation of contract awards and Senegenens prac- 


tices incident to the construction program, WACO 
Ist interim report, award of architectural and peeebeithe con- | 
tracts toC & L 








I-17900-5..........-- 2d — report, irregular procurement and contract award 
practices. 

I-17009-6. . ....-..-.. 3d interim report, activitiesof Lt. Col. A. A. Eschbach, CE _---- 

I-17000-7. . sc..-..c.-- 4th interim report, irregular procurement and contract award 
practices on May 13 and 14, 1952. 

I-17900-8_ . .<....-.-- 5th interim report, overcharges resulting from changes to con- | 
tracts and from price rigging through carte] formations. 

J-17000-0._ .:.....4... 6th interim report, irregularities resulting from dereliction of | 
duty on the part of Co!. George E. Pickett. | 

I-17909-10_..........| Report ofinvestigation re former Set. Charles Arthur Parkhurst, ASN 

39989624, recently also known as John Alfred Smith, civilian. 
I-17909-11_. ....-..-- Report of investigation of contract awards and management practices 


incident to construction program (WACOM) (7th interim report, 
S&V—free balances. 












Report sub- 
mitted 


Jan. 9, 1953 
Do. 


Do. 
Do. 


July 9,1953 
Oct. 21,1953 
Nov. 27, 1953 


Dec. 7, 1953 
Feb. 2, 1954 
Feb. 4, 1954 


| May 28, 1954 
July 1,1954 


I-17909-12__ ......--- Report ofin vestigation relative to Boris Krebs, Paris, France -__- July 29, 1954 
I-17909-13_......._..| Report of investigation; dealings between K. G. Belt and R. E. Aug. 3, 1954 
Beven, and Belt and Paul N. White. 
I-17909-14_...-.----.| Report of investigation; activities of Capt. John 8S. Crocker, CE, | Jan. 18, 1955 
ASN 0324889, area engineer officer. 
I-17900-15...--...... Report of investigation into activities of Leonard F. Armbruster_.-.| Nov. 22, 1954 
I-17909-16...--.----- Telcon May 20, 1954: } 
eee ree copies of CGA’s and CGR’s, CEL invoices, GOA, | June 28, 1954 
an OL. 
eR Info by Rear Adm. Charles R. Jeffs re Leonard R. Armbruster..| Aug. 5, 1954 
ee a 2 ee Minutes of MacMorland board ...........-..-----------.---.-.- July 29, 1954 
See ee. Scene Info fifivished by Gisele Waeins . 24. cs nnn ncn ence esop year en Oct. 28, 1954 
Seen Gace wide cons Claims collected by Attorney Earl Carroll on behalf of German | Aug. 2, 1954 
contractors. 
Ren 6.3. 3... Info re former Zurich firm of FITRA, S. A., and certain others. {july 20, 1954 
(Also see I-17909-21.) July 26,1954 
BOURNE Fo Fic we desis. Copy of CID case of Beck & Peinerman re activities of L. F. | Oct. 19,1954 
Armbruster. 
enn £. A Interview, F. G. Scherrer re Bowen.-_...........-.........----.. Aug. 4,1954 
i, eee ee Interview Gillette re Howell. . .....4.. ...<:.--2226.-5.2--5-5---5:- { May 26, 1954 
Aug. 5,1954 
yee ae Info re Scherrer’s and Gillette’s banking facilities.___........_.__- July 30,1954 
Wbete Tics. .csccee Interview from Charlotte Erocshe Koch re Armbruster --___-_-- Sept. 17,1954 
item 72). ..4.. Ownership of firm, Beck & Peinerman_---.............------.-- Sept. 14, 1954 
Item 13........-.- Ownership of Schmidt & Bohncock.........--.---------------- Oct. 28,1954 
po) | eo Interview, Dr. Wechler re Schmidt & Bohneock__..-.--..----- Aug. 17, 1954 
2s TB... . 52 se Interview, Pruces & Merrow re Armbruster - . aa ae Nov, 23, 1954 
en 35... Case history i de PIII aks. sto caae<cictiniewenan dtvnetinn Saka Nov. 3, 1954 
i eee a Various CID reports. .__ is Dec. 29, 1954 
Jenn 86....522<.-. CID reports on Justin Post, ‘female German national__________- July 21, 1954 
jen 18s. sku oe Re ae ee ee Sea eet June 30, 1954 
Stee 2.0 5-~ aT) i BCS Wet PINE. 5 on ok occas cep stein Oct. 19, 1954 
Ree Bsc i cz. - ae CID reports and reading files extracts...._---_-___- _....| Sept. 16, 1954 
(ES Be ee A PR ee ee See eee i Oct. 6,1954 
len BS. 5. capes from OSI Report No. 27-189 on Tontscheff’s procure- Sept. 27, 1954 
ment activities with the Air Force. 
Item 3... <=... eo connections with Bowen and his claim to GAO for | May 28, 1954 
] ’s. 
nee 355.222 5.. Interviews with Tontschoff re Haras, Associated Engineers, | July 21,1954 
Dorsch & Cohrmann. 
PSSe.-co-- Info re lieutenant colonel alleged to have authorized Tontschoff | Nov. 18, 1954 
to obtain percentage contracts. 
SE aothc oc con nw OSI case report on Tontschoff’s Spanish activities... ..__- _| July 16,1954 
oo) ea Ownership of firm, Commercial Financial Transactions, ‘Ltd., Aug. 6,1954 
Wiesbaden. 
_  } Agreement under which construction and major rehabilitation | July 30, 1954 
projects were placed with SBV. 
OS a BRS TOG OFF ere a oii ike so Bee shoes SG awn cnn en. Oct. 20,1954 
____ | eee Interview Belt re dealings with Bowen & White-........-.-.--- Aug. 3,1954 
ae Interview White re connections with Belt on prefab_........-_-- Do. 
SaaS Report on SBV. (See I-1790911)-_.---- July 1,1954 
YS hare Re Ruth Doerr, Capt. John 8. Cresher, Chusit, and others. (See | Jan. 18, 1955 


I-17909-14.) 
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Construction program, Western Area Command (WACOM), USAREUR, 
Kaiserslautern, Germany—Continued 























Assignment Description | Report sub- 
mitted 
1-17909-16__....-..-- 

Tees 96: ....2.2. Info fe Fretich WomtrGMRs..... 6... shin de. ~ cho sasonad<e- -csacpccen| OCs AE 1984 

Item 96....--..2-| Info re Colonel Jaka-_-_._..--- .-----.------| May 20,1954 

Jie 37... <6 OSI Report 58-79, Nov. 30, 1953, re Testscheff.__..__.___-- Roo amie Sept. 24, 1954 

Teet Bhs... soak Varies SED teperte. ... 5. s.. £5 ec ccd July 21, 1954 

i Info re Nerr Ahrens, free-lance promoter and public-relations Mar, 14, 1955 

man 

Item 40-- odes Copy of 6th CID Report No. 1712-3, Apr. 17, 1952..............-| Nov. 12, 1954 
I-17909-17_..........| Commanding officer, telegram, June 20, 1954: 

retro oe. List of RMP, FMP, WMP, and NMP projects_~_....-.- ea Nov. 15, 1954 

weet ation Résumé of Sebald 8. Spielhagen activities. _..................-.- Do. 

ROU ee. oonane Certain interestin: Soe given CID by Fago-_-_-_--_- Sept. 22, 1954 

Feet 4.x... sig wae | Cc we by Walter Schilling re firm Kaalte J. Waarmschutz, | Sept, 23, 1954 

G . 

ee Ee Inspector General investigation of Bowen while at Nuremberg__| Sept. 29, 1954 

yer 6: naihale Information from Combined Travel Board, Bonn, re travel of | Oct. 4,1954 

| Bowen and others. 

PO Flint se. Inspector General report re irregularities in procurement prac- | Sept. 23, 1954 

tices at Rhine military post, Sept. 14, 1951. | 

Benth Bi -2 5 tcanse. Inspector General report re illegal dealing with SEV in procure- | Oct. 1, 1954 

ment of office furniture for engineer section working in 
WACOM. 

OT ae CID report concerning Capt. Boris Earmson (W), O-1109330_...| Oct. 5, 1954 
I-17900-18.—........ Colone! Smith, $2,400 greenbacks : | Sept. 16, 1954 
I-17909-19__..______.| Report of investigation relative to certain money ‘transactions of | July 29, 1954 

Robert E. Bowen. | 
J~17000-20... --<......| Court-martial of Lt. Col. Fred Walters:.-.. =. .-<2-2 2.2... 2... 24.2- | Sept. 14, 1954 
1700021... ....... FITRA-SA, Zurich, and certain others. ..............-...--....-.- | Sept. 13, 1954 
I-17909-22 | COIR Rs ATE Oni oc ks tec das ccc cndtlondevcemeude ..| Nov. 15, 1954 
I-17000-23_.......-- ae scat aoe lcs Mt cantata Di ha ald ee el 
I-17900-24_......._.- | Faulty construction’ WACOM ....."'.c__..'° .-_...-.-.-- na Nov. 9, 1954 
I-17909-25_......---- | Info requested by commanding officer’s telegram, Sept. “29, 1954, re | Oct. 26, 1954 
| WACOM master planning. 
I-17909-26_.......... | Info requested by commanding officer’s telegram, Sept. 28, 1954 | Oct. 27, 1954 
(No. 386). 
I-17909-27_..........- | Commanding officer’s telegram, Oct. 6, 1954, re Kaiserslautern re- | Jan. 26, 1955 
port on claims. 
I-17909-28__...-- | CEL contract 100 changed to I-19131-1___._-_- sini Said lose ddim tod June 3, 1955 
I-17909-29_.._- CEL contract 101 changed to I-19131-2___.........................-.| Jume 30, 1955 
I-17909-30_ _ _....| CEL contract 156 changed to I-19131-3__..........--...-..--.-..---- July 8, 1955 
I-17909-32_ ___....-- | CEE contract 175 changed to I-19131-4_ __- ..----| July 29, 1955 
I-17909-32_.._.....-- Comments re Army’s testimony before Richiman committee_____- Dec. 29, 1954 
I-17909-33__......... | HICOG files as kept by United States attorney’s office, Frankfurt. | Oct. 19. 1954 
| Germany, on Robert E. Brown. 
I-17909-34_..........- | Oct. 28, 1954, telegram from CO re visit by Lt. Col. W. R. Ward, | Dec. 22. 1954 
| JAG. 
1-17999-35. . .......- Rehabilitation of f post ier, WACOM June 17.1 
(I-18888)............ 1abilitation of quarters of post commander, W / elec eden une 17, 1953 
I-17909-36_..........| Potential ov erpayments in WACOM construction program, possible | Mar. 7, 1955 
| _ recovery of. 
I-17909-37___....--- Status of Robert E. Brown during 1951 and 1952 when self-employed Do, 
in Germany. 
I-17900-88_.......-.- | GAO/W telegram, Feb. 16, 1955. _______--_- Os bDaDy aac bet ties ial | Feb. 23, 1955 
| General: 
i. J ee eee E. ans: Analyses of Col. Byron Evans’ bank account. - ak Sept. 13, 1954 
BOR Ts 2seertontemes Data for briefing Richlman, Subcommittee on Government | Sept. 17, 1954 
Operations. 
\ 
98996—58 8 
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Mr. Micuet. I have one more question related to my earlier observa- 
tion. Do you not think it is just as important that we have as exten- 
pF and comprehensive an audit of all operations here as we do state- 
side ¢ 

I got the impression from your earlier testimony that you did not 
deem it as necessary, and I wonder why, because, as far as I am con- 
cerned, it would seem to me that we ought to be even more so here 
abroad rather than stateside. 

Mr. Buarr. Mr. Congressman, my personal opinion is that I feel 
we are accomplishing the most good for the least money by conducting 
the type of examination or management type of review that we are 
conducting. Just as does GAO stateside, we do conduct comprehen- 
Sive examinations of segments or areas of an agency’s activities, but 
not of all areas or activities. We are following up with the control 
agencies and other services to see how adequate a job they do and then 
going into the area where we feel they have not followed up suffi- 
ciently. It appears to me that you would not get the portion of return 
on a dollar basis if we built up a large staff over here. The other side 
of the coin is that it is a problem, believe me, to staff this office. We 
have 64 authorized spaces and we have 52 on board. It is a problem 
to get a man to pull up stakes at home and to come over here to the 
unknown to doa job here. I do not think we want anybody who is not 
highly qualified. Each man has to carry a full burden, and we cannot 
afford. to have a cripple. 

When you start bringing grades 5 and 7 over here, it is just too 
expensive, or even a grade 9, for that matter. The lowest we have 
is 1 grade 11 in the Office at the present moment. We can use to 
advantage 2 or 3 of the lower-grade employees to take off some of 
the detail work from the higher-grade personnel, but it is a problem 
to get them to come over. Considering those two factors, it is my 
opinion that the Office policy to conduct the type of examination we 
conduct is best. 

Mr. Fascetu. Mr. Blair, I believe that is it. 

On behalf of the subcommittee, I wish to express my appreciation 
to you and your staff for staying with us here all day. This subcom- 
mittee has already indicated to you that all of us are very pleased 
with the excellent job that has been done by you and your men in this 
branch. Certainly the contribution cannot be measured just in dollars 
and cents, and we recognize that. Wecompliment you on the excellent 
job that you have done. 

Mr. Buatr. Mr. Chairman, I want to thank you for myself and on 
behalf of the staff of the General Accounting Office and the Comp- 
troller General. It is certainly a pleasure to work with you and fur- 
nish whatever information you desire. After all, we are working for 
you and the other committees of the Congress. 

Mr. Fascety. We will now take a short recess. 

(Thereupon a short recess was taken.) 


AFTER RECESS 


Mr. Fascett. The committee will come to order. 

Gentlemen, we must apologize for having kept you waiting. As 
usual, we ran into more than we anticipated, and we appreciate your 
courtesy in bearing with us until we could get to you at this late hour. 
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Mr. Haskell and gentlemen, this is the Subcommittee on Executive 
and Legislative Reorganization, which is part of the Government 
Operations Committee of the House of Representatives. 

Our interest overseas is varied, but stems principally out of the 
operations and responsibilities of the General Accounting Office and 
its relationship not only to the executive branch of the Government, 
but to the legislative branch of the Government. 

With that in mind, we have reviewed today and by prior staff 
work the entire activities of this Office since it was established in 
1952. Obviously, with over some 500 reports having been submitted, 
J am sure you can appreciate the extent of the work involved. After 
reviewing the staff work and after our hearings today, we have con- 
cerned ourselves with very definite areas which seem to present the 
greatest problems and we have established a rather tentative priority 
list of urgent matters. Some of them fall directly within your re- 
sponsibility, and we are very happy to have you here with us today 
to discuss this area of the program with us. 

Mr. Haskell, if you would start out and identify yourself for the 
record, your position, and the gentlemen with you, we would appre- 
ciate it. 


STATEMENT OF JOHN H. F. HASKELL, DEFENSE REPRESENTATIVE, 
NORTH ATLANTIC AND MEDITERRANEAN AREAS; ACCOMPANIED 
BY BRIG. GEN. J. F. RODENHAUSER, DEPUTY DEFENSE REPRE- 
SENTATIVE, NAMA; LT. GEN. T. B. LARKIN, DIRECTOR, MUTUAL 
WEAPONS DEVELOPMENT PROGRAM; REAR ADM. M. R. KELLEY, 
MUTUAL WEAPONS DEFENSE TEAM; COL. K. F. DAWALT, MUTUAL 
WEAPONS DEFENSE TEAM; W. E. HOAGLAND, SPECIAL ASSISTANT 
(NO PROFITS); AND E. M. SHAFER, LEGAL ADVISER 


Mr. Hasxetx. I am John Haskell, Defense representative, North 
Atlantic and Mediterranean areas and I also have the job of defense 
adviser to the United States delegation to NATO here in Europe. 

With me, on my left, is Gen. J. F. Rodenhauser, United States Air 
Force, who is my deputy. Next is Mr. W. E. ’ Ho: agland, special 
assistant for no- profits negotiations on offshore procurement con- 
tracts. Next is Lt. Gen. T. B. Larkin, who many of you probably 
know. He is United States Army, retired, and presently director of 
the mutual weapons development team operating here in Europe. 
On General Larkin’s left is Mr. E. M. Shafer, who is assigned by the 
General Counsel of the Department of Defense as the counsel for my 
office. Behind General Larkin are two senior members of the mutual 
weapons development team; namely, Rear Adm. M. R. Kelley and 
Col. K. F. Dawalt. 

Mr. Fasceizt. All right, sir. Thank you very much, Mr. Has- 
kell. 

Do you have some kind of a statement you would like to make with 
respect to your operations in this area ? 

Mr. Haskxetu. Mr. Chairman, first of all I would like to thank you 
for taking us somewhat out of order this afternoon which is very 
helpful to the operations of our offices and duties here. We are very 
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grateful to you and it is worth waiting as long as you want us 
to. 

I have no prepared statement but I am generally familiar with the 
area Mr. Poland explained to us. I have brought along copies for 
members of the committee and your staff, revised terms of reference 
which spell out the duties and obligations of these two offices which 
I, and most of my staff, hold together. 

Mr. Fascetn. That is, Defense representative for the North At- 
lantic and Mediterranean Command ? 

Mr. Hasxetx. Defense representative to the North Atlantic and 
Mediterranean area, which is a bilateral United States job where we 
are reporting to the Secretary of Defense and the other one, which 
is that of Defense adviser, United States regional organizations, where 
not all, but largely the same people w ork as the defense element or 
Defense adviser to our Ambassador, Mr. Perkins, who represents 
the United States on the NATO Supreme Council. 

We have these two different types of activities. In the first one, 
I report to the Secretary of Defense through the Assistant Secretary 
of Defense for International Security Affairs. General Larkin re- 
ports on scientific and other matters to the Secretary of Defense 
through the Assistant Secretary of Defense (Research and En- 
gineering). When we put on the other hat and work for NATO, 
we likewise are reporting to Defense, but through the Ambassador. 
We are, of course, a part of a country-team idea with the Ambassador 
representing the President and the rest of us taking care of our 
normal duties of our respective departments. 

I have these terms of reference. They are quite changed from 
what they were. This became effective on December 10, 1956, and 
relieved us of considerable operational activity and permitted a cer- 
tain saving of manpower and overhead and operations. 

Mr. Fascetn. This is what? 

Mr. Hasxetx. This is my current bible, sir. It is what I am told 
to do. 

Mr. Fascetn. This is directive No. 5132.8, dated December 10, 1956 
and is entitled “Department of Defense Instruction—Terms of Ref- 
erence for the Defense Representative, North Atlantic and Mediter- 
ranean Area and Defense Adviser, United States Regional Organ- 
izations.” 

Do you have any operational responsibility ? 

Mr. Hasxeti. Under the DEFREPNAMA or Defense representa- 
tive hat, my job is to do such jobs as are assigned to us, very little 
operational work. The job on the offshore procurement negotiations 
is considered in a sense operational because it is negotiating opera- 
tions, but as far as being in the end item program, being anywhere i in 
that chain of progress of submitting requirements for military equip- 
ment, that goes to EUCOM and then to the Defense Department. 
We are in a sense kibitzers. We are given special assignments to look 
for this and that but we are free to advise the Secretary of Defense 
on policy considerations and being somewhat detached from the 
operations, we are perhaps, with a small staff, able to do that. 

In the field of defense adviser, we are more operational in that cer- 
tain of the committees of NATO which have to do primarily with 
defense rather than political affairs, are staffed by our people and 
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there are day-to-day problems and operations on NATO events or 
activities where we do get into that. 

General Larkin is a part of both of them in a way, in that he has 
closer relationship with the mutual weapons development program, 
which is a regional program, rather than the rest of us in 
DEFREPNAMA in the end-item program. This is quite a change 
from what it was before December 10. Before that, our office was 
in the channel of MDAP things and papers, requirements of different 
countries, military equipment, and so forth, passed through our 
office. That is no longer the case. We also had certain operating 
responsibilities before December 10 on the facilities assistance pro- 
gram, which is an investment program designed to help build up a 
production base for ammunition and certain weapons here and the 
OSP program. Both of those operating responsibilities were taken 
away and vested in the services on December 10. 

Mr. Fascets. Mr. Haskell, , where is your headquarters 

Mr. Hasxetx. Our office is in the Hotel Talleyrand, as they call it, 
which is a building at the other end of the Place de la Concorde, w here 
the entire United States delegation to the European regional organiza- 
tions is located. That includes organizations such as NATO and the 
OEEC and so forth. They are housed there. 

Mr. Fascett. Do you have any field stations or branches ? 

Mr. Hasxetxi. No, sir; we do not. 

Mr. Fascett. As the top representative of the Secretary of Defense 
in this area, then basically your job is one of implementing the pol- 
icies of that Department and seeing that the policies are carried out? 

Mr. Hasxetu. Yes; with particular reference to NATO and MDAP 
where it concerns questions of policy. That is, the Secretary of 
Defense’s responsibility with respect to our troops. We are not called 
upon to do much in that area and it is pretty well tied into the regional 
aspects of the aid program and the NATO aspects of these activities. 

Mr. Fasceti. How big a staff do you have? 

Mr. Hasxert. I have 46. That does not include the mutual 
weapons development team. 

Mr. Fasceti. You were giving us the operational functions which 
were changed on December 10. Did you give us all of them? 

Mr. Hasxetxn. We had a couple of ‘people i in there working on the 
general programing and establishing priorities. For example, on 
offshore procurement the great bulk of that was handled in the normal, 
routine way, through the services but it was authority vested in my 
predecessor and up until the 10th, to give broad policy direction and 
guidance to procurement agencies here and to direct procurement 
where it was strategic or for reasons of national policy it was 
considered desirable. 

As I mentioned before, we were in the channel of these papers, 
multitudinous papers that came through from the MAAG’s with the 
end-item requirements on their way to EUCOM and then from 
EUCOM to the Assistant Secretary of Defense’s Office in Washington. 
We were in that. We were sort of looking at the mass of papers in 
an endeavor to pick out from them specific things that might be of 
great significance to NATO which needed particular attention. I 
think most of us came around to the view that there was a degree of 
duplication in that activity between what we did and the review that 
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EUCOM did by maintaining close liaison with EUCOM, and we 
were thus able to eliminate that seeming duplication. I cannot think 
of anything else. 

Is there anything else that anybody of our group would like to 
mention ? 

Mr. Fascrrx. Let me see if I understand. I want to understand 
accurately what your responsibility was prior to December 10 with 
respect to procurement. 

I want to understand the responsibility of your office with respect 
to procurement prior to December 10. 

Would you mind repeating that? 

Mr. Haske. Shall I try to restate it? 

Mr. Fascetx. Yes. 

Mr. Hasxexz. There were times recognized in the past which were 
becoming less and less where it would seem important that exceptions 
might be made to normal procurement policy to best serve the in- 
terests of the United States. Maybe you could get a nut, bolt, or 
tank a penny cheaper in some area that was politically undesirable 
from the interests of the United States. In other words, there might 
be cases where bids being the same, or practically the same—always 
for offshore procurement, as far as I am aware—lower than United 
States prices, and it would be advantageous for either strategic or 
political reasons to throw the order for weapon procurement in a 
certain way. That importance or desirability had practically dis- 
appeared by the time I came onto the job, which was a year before this 
December 10, I think you are all aware of the efforts the United States 
Government made to support United States policy in Italy to hold 
back certain large contracts on offshore procurement. This had to 
do with plants where either management or unions were known to be 
Communist-dominated. My predecessors had to struggle with such 
things as that. 

As I say, as somebody in the Defense Department mentioned about 
a year ago, the offshore procurement in countries now has dwindled 
to so little that it does not make any sense whether you could affect 
whether Italy goes Communist or not, with offshore procurement 
orders, where it may well have done so several years ago. 

Mr. Fascetz. So that in the light of the offshore procurement pro- 
gram, where several million dollars were involved annually, it was a 
major consideration for your office, but since that time, since the 
program has dwindled, the change became effective December 10? 

Mr. Hasxerty. Yes, sir; but as my recollection serves me, I do not 
think in any 1 year it amounted to a billion dollars. I think the 
total offshore procurement program over the whole period from 1952 
to 1957 amounted to around $3 billion. I would like to check that. 

Mr. Fascett. I think that is approximately correct. 

Mr. Haske. I do not think there was any 1 year—it may have 
been around that—I do not have the figures for those past years, but 
it was certainly a multibillion dollar program. 

Mr. Fascetzt. The thing that occurs to me at this point is that if you 
are going to take politics into consideration, which is another way of 
Saying international foreign policy, that this decision could not be 
made by the Secretary of Defense representative in Europe on his 
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own. It would seem to me that the State Department would have 
to come into play somewhere. 

Mr. Hasxetu. Of course, it was sometime strategic or military. It 
might be considered better if there were too many plants to close to 
transfer the order and it might be better to put the facility further 
back, such as in Greece, Spain, or somewhere like that. The Defense 
representatives did not act on their own, but in consultation and on 
instructions and authorization in the general range of objectives and 
certain policy limitations set by the orders. It involved very close 
collaboration with the State Department and, as a matter of fact, I 
think that is why, or one of the reasons why, it was delegated in this 
area. 

Mr. Fascety. Specifically on the problem of offshore procurement 
on the question of no profits and tax exemptions, and other related 
items, I believe you said that is now in the hands of Mr. Hoagland? 

Mr: Hasxetu. As far as the tax exemptions are concerned, we have 
not been directed or called upon to get into those negotiations. My 
understanding of it, and Mr. Shafer will give you more information, 
is that the agreements on taxes were negotiated through the embas- 
sies in the different countries, such as Germany, Greece, France, or 
whatever the case might be, in collaboration with the procuring serv- 
ices. Now the operations of those tax treaties, and living up to agree- 
ments for treaties, are matters handled by the procurement services and 
the embassies in particular countries. 

Mr. Fascetu. In other words, government-to-government problems 
primarily which the State Department undertakes to coordinate with 
the particular military services involved, is that what you are saying? 

Mr. Hasxetni. The agreements were worked out on the government- 
to-government basis. The understanding to waive certain taxes, that 
is, I understand they vary as between countries and I think we have 
copies of most of these, but since we have not had the responsibility of 
administering them, I am not sure that our copies are up to date. We 
are not in the administration or operation of those matters. We stand 
ready, as representatives of the Defense Department, if they want us 
to do anything though. 

Mr. Fascerz. You are not called upon to enter into the negotiations 
between the United States and any government dealing on the problem 
of tax exemptions in the offshore procurement contracts? 

Mr. Hasxetyi. We have not been so far, at least in my day. Whether 
we were or not before-——— 

Mr. Fascerx. I mean as of now? 

Mr. Hasxetzi. No. On the offshore procurement, while we no longer 
have any operational responsibility for that, back in 1955, the job of 
representing the Defense Department and coordinating the activities 
of the Embassies on the no-profits clause, that was given to my office 
as a special assignment. Mr. Warren Hoagland from Connecticut 
and New York was retained as the principal Defense negotiator to 
work with the embassies in the countries concerned in dealing with 
the foreign governments on the negotiation of that matter. 

Mr. Fascett. Mr. Haskell, can you tell this committee why it is 
necessary for the Defense Department to be cooperating or coordinat- 
ing between the governments on the question of the no-profit clause? 
You no longer have any jurisdiction or responsibility where there is 
hardly any procurement ? 
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Mr. Hasxetxu. Most of the problems, of course, relate to contracts 
let sometime ago. My understanding of the advantages of having it 
at the Defense level rather than the service level is that when you finally 
get to dealing with the upper reaches of the Government, you are 
speaking with one voice. We have these different procurement agen- 
cies, as you gentlemen know very well, such as Army, Navy, and Air 
Force. There might be a possibility of playing one off against the 
other in dealing with these governments. This would involve such 
matters as would seem to us in Defense—this is what I have always 
assumed—where Defense reasonably ought to put up a single united 
front and have 1 man talk with the Ambassador rather than have 3 
going back for instructions to the scervices. 

Mr. Fascerxi. That is certainly sensible. 

Mr. Haskeit. We work awfully close with the services. We are 
in constant touch with them, particularly the unified command at 
EUCOM. 

Mr. Fascetx. I can see where that would be of great value to the 
State Department representative, or whoever is charged with the re- 
sponsibility of negotiating this agreement, from the standpoint of get- 
ting the facts and what not. Do I understand, then, that there is no 
policy which is binding upon the special representative with respect 
to these negotiations as far as the Defense Department is concerned. 

Mr. Hasxeu. Yes; it is the general policy. I do not recall the 
classification—this is an unclassified discussion here—but there were 
instructions which, I believe, are classified as to the general approach, 
scope, and limitation. 

Mr. Fascetit. What I meant—and I certainly appreciate what you 
are telling me—he has his instructions, and they are classified, but what 
TI am getting at is—I assume, and, I hope, correctly—as far as the De- 
fense Department is concerned, all they are interested in is getting 
the facts to the Ambassador or whoever is charged with the responsi- 
bility of negotiating, so that he can negotiate intelligently and, pri- 
marily, after that, getting the money due the United States Govern- 
ment, if any. Also, to see that they are not entering into any political 
considerations that might be involved in the negotiations, if any. 

Mr. Hasxketu. I do not know of an occason, but, if you get to the 
point where there would be an overriding political consideration which 
would result in having us give up claims and rights which we thought 
were just—— 

Mr. Fascetu. That would be a matter for the Secretary of Defense? 

Mr. Hasxetu. No; I would say State, but we are there. I think 
there is even a broader purpose. More than getting the money owed 
to us, it is important for us to help make clear the importance of 
strictly living up to the rules of the game and doing this job in a 
spirit of trust and mutuality on both sides. Not only would it hurt 
our own country, but a foreign country, if they did not live up scru- 
pulously to what we consider fair and just. Naturally, dealing in a 
field of accountants and accountancy and law and a mixture of all 
sorts of things, there is room for difference of honest opinion. 

Mr. Fascetu. There is no question about that, Mr. Haskell, and the 
Comptroller General has made it very clear time after time that there 
has been no fraud involved, but just a question of interpretation of 
a person’s right under a contract. That is why it is very sensible to 
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me to have a very able lawyer to act on behalf of the Defense Depart- 
ment in this matter. I wi anted to be clear that, as far as the interest 
of the Defense Department is concerned in these negotiations, they 
are not the ones who are making a policy determination with respect 
to international operations, because, if they are, then I think this 
committee ought to know about it. 

Mr. Hasxerx. Our instructions are joint, sir. The terms of ref- 
erence are joint which we have received. Am I right? 

Mr. Hoaeranp. That is right. 

Mr. Fascerx. Joint with respect to what? 

Mr. Hasxetx. State-Defense. Any matter of serious note, whether 
a possible disagreement between State and Defense, would have to 
be ironed out in : Washington. 

Mr. Fascett. It would be between the Secretary of State and 
Defense ? 

Mr. Hoacianp. Our general instructions, which are classified, as 
Mr. Haskell said, are joint instructions from both Departments, State 
and Defense. As we get additional instructions from time to time, 
which are also classified in nearly every instance, those are usually, 
I might say, perhaps, not always, but usually, joint instructions after 
a joint consideration in W ashington between the Departments of 
State and Defense. TI think it is entirely correct, as you suggest, that 
the Department of State has the responsibility on political matters. 

Mr. Fasceti. That is the way that you are approaching it, as far 
as your position is concerned ¢ 

Mr. Hoacianp. That is very interesting and, I think it is a very 
important point, or we would not be getting into this discussion, be- 
cause we want to tie it down, if there are overr iding international 
requirements, and then we ought to separate them and know about 
them, if they are there. 

Mr. Hoactanp. It is not always easy to separate all of the ele- 
ments in these negotiations, because they are very complex. Cer- 
tainly, throughout ‘the negotiations the Department of State and the 
respective embassies in each ¢ ountry concerned have the responsibility 
wa make the decisions on all political questions and questions of in- 
ternational political relations. 

Mr. Fascety. To that extent, the Department of Defense, since this 
is a joint instruction proposition, they must engage in passing judg- 
ment upon these matters ? 

Mr. Hoacianp. Who? 

Mr. Fasceti. Whoever the Defense representative is who sits in 
on the joint negotiations. 

Mr. Hoagiann. Well, I would say 

Mr. Fasceii. Agreement has to be reached, if the State Department 
has a position with respect to negotiations as an example, that our 
negotiations have clearly dec ided, as a matter of law and acc ounting, 
and they may decide that X number of dollars is due on the contract 
to the United States and State then says, “Yes, but the ov erriding 1 im- 
plications are that we should not pursue this matter further.” At 
this point an agreement has to be reached by the Department of De- 
fense represent: ative, who says, “Yes; if you say that is right, I agree 
with you,” or “I do not agree.” 
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Mr. Haske. It would have to go to the President, as far as I know. 
I do not know of any cases that have reached that point. 

Mr. Hoaatanp. I do not know of any cases where there has been a 
disagreement of that sort. 

Mr. Fascetz. That is exactly the point I make. 

Mr. Hasxketz. It might come about as we get further into it. It 
might well come about. 

Mr. Fascety. Let me ask you this—— 

Mr. Hasxexx. Mr. Hoagland has lived with this and is very fa- 
miliar with it. 

Mr. Fascetzi. Perhaps I will then direct the question to Mr. Hoag- 
jand. What, in a general way, is the status of negotiations? Have we 
concluded some of them, and have we gotten some money payments 
back, or are they all up in the air, or what? Can you tell us? 

Mr. Hoacuanp. Yes, sir; I will be very glad to tell you, insofar as 
I can, subject to the classification problem. Of course, if you so desire, 
this could be handled in a different way to give you any classified 
information that you want. 

Mr. Fascetu. Tell us what I want on the record and, if we feel that 
we would like to have all the classified information, we can ask for it 
and include it in an executive record that will be classified. 

Mr. Hoaeianp. All right, sir. I might say that I have just flown 
back today, and I did not know about this discussion or this hearing 
a this afternoon, so that I have no prepared statement on this 
subject. 

Mr. Fascexu. I might add to that, Mr. Hoagland, if you feel that, 
when you get through, you would like to add some material to the 
record in the matter of presenting an overall objective picture, please 
feel at liberty to submit it to us, and we will be glad to extend to you 
the courtesy of having your submission included in the record. 

Mr. Hoaetanp. Thank you very much. I presume, also, that, if 
there is a practical opportunity to do so, we might have a chance to 
look at the record afterward in order to decide whether there is some- 
thing additional that we would want to add. 

Mr. Fascety. By all means, feel free to do so, and we will be 
happy to submit a copy of the record to you. 

Mr. Hoaetann. Thank you. I believe I had better ask to have the 
question read. 

Mr. Fascetx. It had to do with a status report on dealing with the 
status of no profits on offshore-procurement contracts. 

Mr. Hoacianp. We have pending negotiations in most of the coun- 
tries where this problem might exist. I think I should like to explain, 
first, that there is no legal prohibition with respect to profits being 
made by any of the foreign governments with which we have been 
dealing in offshore procurement. It is rather a matter of policy and 
existing contractual provisions which were entered into in each of 
the countries in setting up the offshore-procurement programs in those 
countries. 

Mr. Fascetz. In the country-to-country contract which provided 
the basic authority under which offshore procurement was to take 
place, the provision that the recipient countries would not make a 
profit was written into the contract. It is not a violation of law in 
a criminal sense, but a question of whether or not the recipient coun- 
try lived up to its contractual obligations. 
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Mr. Hoactann. That is exactly correct. There is no question of 
any criminality or violation of law involved in any of the countries 
concerned. I would also like to say, as you yourself said, that there 
never has been any suggestion of corruption or individual malfea- 
sance, insofar as I know, and I have never seen any evidence, in any 
of these countries, of that. Therefore, the negotiations in each coun- 
try are intended to implement and carry out the existing contract pro- 
visions and are handled under the supervision of the Ambassador of 
the United States in each country and the embassy, together with or 
in consultation with myself and Mr. Haskell, with whom I very fre- 
quently consult on the entire matter. 

Mr. Fasceii. But it is your special responsibility and the direct 
responsibility of the representative of the Secretary of Defense as- 
signed to this special mission ; is that true? 

Mr. Hoacuanp. That is correct. 

Mr. Fascetn. Basically, you would have to sit in on all negotiations 
with every country with the Embassy involved ¢ 

Mr. Hoacgianp. That is correct. In most cases they ask me to 
sit in and participate in the negotiations while the primary respon- 
sibility rests, of course, with the ambassadors, and the embassies, 
because they are international negotiations on a diplomatic level. I 
do furnish, with Mr. Haskell’s advice and supervision, the element 
of coordination on behalf of the Department of Defense. Since we 
have these problems in a total of 13 countries and we have negotia- 
tions pending in most of those 13 countries, there is a need for some 
coordination on the Defense side. I am going a little slowly, I might 
add, because of the classification problem which constantly comes 
into this. 

Mr. Fascetn. We live with it every day. 

Mr. Hoacuanp. I think it might be helpful if you would tell me a 
little more specifically what questions you have in mind, or what par- 
ticular phases you are interested in, and I shall be glad to try to answer 
those questions within the scope permitted by classification require- 
ments. 

Mr. Fascetu. You sound like a very wise lawyer. These matters of 
negotiation are the primary responsibility of the State Department 
through its various embassies ? 

Mr. Hoacuanp. Yes, sir. 

Mr. Fascetx. Yet the instructions are joint. Is there an under- 
standing that this is an international problem and, therefore, the pri- 
mary responsibility is upon the State Department ? 

Mr. Hoactanp. Yes; there is. We have no authority or power to 
enter into the negotiations separately or independently. It is all done 
through the channel of the American Embassy under the supervision 
of the American Ambassador in each country. 

Mr. Fascet.. For and on behalf of the American people, but basi- 
cally, it is Defense Department money or responsibility in the first 
instance, and that is the reason you are there; right ? 

Mr. Hoacianp. Yes, Defense or United States services. I might 
supplement that by saying that the individual services—the Army, 
Navy, and Air Force— have separately and through their own organi- 
zations handled the placing and administration of the offshore-pro- 
curement contracts in most instances. As part of their function of 
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administering those contracts, they have, to the best of my knowledge, 
very carefully avoided any governmental profits arising out of offshore 
procurement. 

Mr. Fasceiu. You have lost me with that statement. I find it hard 
to reconcile all your work in negotiating with 13 countries, and yet you 
say they have avoided the no-profits problem. 

Mr. Hoacuanp. Let me explain it in this way: In the placing of 
offshore-procurement contracts, each service makes and enforces those 
contracts. In so doing, in most instances, and, I think, to a very large 
degree, they have avoided any question of governmental profits, which 
might arise in the course of their administration or in the course of the 
performance and completion of the contracts. The overall negotia- 
tions in which the respective embassies are participating, with my 
cooperation and Mr. Haskell’s cooperation, arise under a separate, 
overall agreement which exists in each country and, so far as the avoid- 
ance of government profits is concerned, it is really a secondary line of 
defense. It is an additional precaution which was written into a gen- 
eral, overall memorandum of understanding in each country at the 
time that the offshore-procurement program got underway. 

Mr. Fasceti. What you are telling me is that the original contract 
carried a provision for no profits to the recipient government ? 

Mr. Hoaceranp. In many instances, that is correct. 

Mr. Fascetx. But all they were doing was following a broad policy 
laid out under a bilateral agreement between the United States and 
the country in which the procurement was effected ? 

Mr. Hoactanp. The policy may have been the source of both types 
of contract provisions or it may have been that one followed the other 
in different areas. 

Mr. Fasceiu. Or it may have been a case where it was in the pro- 
curement contract and no agreement. That is possible, but I do not 
know whether it was so. You have a legal problem whether it is 
automatically written into the contract by virtue of the agreement or 
not. 

Mr. Hoacuanp. Yes. 

Mr. Fascretn. Since this thing is at that level and the decision has 
been made by somebody that this is an international, diplomatic prob- 
lem, is this committee to assume that all problems dealing with this 
thing, a decision has been made that these are all government-owned 
corporations, or is that still an issue of fact ? 

Mr. Hoacianp. The question as to when a government makes a 
profit in some countries gets into the area of whether or not a certain 
corporation is a government instrumentality. That is an extremely 
technical and complex question. In some instances, and probably most 
such instances, it is one that depends on the circumstances and the 
facts in each country. 

Mr. Fascety. I agree to that, and we understand that, but this would 
presume a predetermination on the facts that all of these are govern- 
ment-owned corporations. If it were not so, the State Department 
has no business, and neither does the Defense Department, for that 
matter, dealing in a matter of contractual violation and no-profit con- 
tract. We have to assume that all of these are government-owned 
corporations or that the State Department or somebody thinks they 
are. 
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Mr. Hoacianp. Perhaps I could clarify it in this way, Mr. Chair- 
man: In every country where the negotiations are pending and in 
every country where the negotiations have been planned and are about 
to be commenced, we have made a check as to whether or not any of 
the contracts with corporations are in fact contracts with a govern- 
ment instrumentality, so that we could clearly sort out the contracts 
that are with private business firms which are therefore not involved 
in this problem and not involved in these negotiations. 

Mr. Fascetu. Has this not been done? 

Mr. Hoacianp. That has been done to a large degree but it is con- 
tinuing as we go along. 

Mr. Fascett. Do 1 understand by stand, that since the offshore 
procurement program started around 1952 that up until the present 
time a review is being made of each and every contract by the Depart- 
ment of Defense to determine whether or not that instrumentality 
was a government instrumentality or a private instrumentality to 
whom the original contract was let; is that what you are saying? 

Mr. Hoacianp. The review is now being made and has been made 
over the last year or year and a half in addition to what had been done 
before. As to what had been done before, with respect to examining 
individual companies to determine their status as being governmental 
instrumentalities, or not being government instrumentalities, I think 
that would vary in different places and with different services. I think 
that it was done to a very substantial extent. I cannot tell you exactly 
that it was done in every case. 

Mr. Fasceix. Let us get back to Mr. Haskell for a moment. 

Did you tell me that when these contracts were being let as a pri- 
mary responsibility of DEFREPNAMA that there were political con- 
siderations taken into account in the letting of the procurement 
contract ¢ 

Mr. Hasxe tt. I will answer this way: In most cases, or in the great 
mass of cases, as I am told, their usual procedure of routine contractual] 
procedure operated to spread the orders and develop the production 
base in Europe in a way that gave it diversity and did not concentrate 
it all in one place and thus protected the military almost automatically. 
However, there were cases where, for special reasons—I think all 
around this table know of one particular area where the question 
of the composition of the management and the labor unions in control 
of the plant were taken into consideration—on the advice of the State 
Department and the embassies this was reflected through the use of 
directed procurement by the Defense representative. As I say, I 
think it is the exception rather than the rule. The procurement pro- 
gram was so big and the capacity of Europe to produce was so small, 
if you throw yourself back to the time of the Korean war you will 
remember there were just not enough facilities at home or in Europe 
to take the orders so that practically the orders achieved their mili- 
tary purpose of diversification almost automatically. 

Mr. Fasceii. Did I understand that it was your idea or opinion 
that despite the fact that there might be political considerations in- 
volved, when it came to business transactions between mutually re- 
spected partners in an effort of this kind it would be to the best 
interests of the United States to see to it that the recipient lived up 
tothe contract? That is your own personal feeling ? 
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Mr. Hasxeut. I think that is all our feeling. That is the general 
tenor of our instructions to make sure that in certain questions, where 
questions have arisen, to go into it and to'see what the facts are and 
to negotiate the proper settlement. 

Mr. Fascent. Does it not disturb you that the State Department may 
say in the middle of the negotiations, “We cannot press this matter 
because this is a hot potato “with this government and while we are 
due the money, let us just drop it”? 

Mr. Hasxexy. That situation, to my knowledge—and I would know 
about it—has not come up. As I said before it might come up but 
naturally the problem then would have to be a top-lev el decision where 
national, political, or other considerations may override the instruc- 
tions and the basic purpose which we are all working on together. 

As I say, I have not seen the case but I think that Mr. Hoagland 
has presented the problem all around in such a way that we have re- 
markable unanimity between State and Defense and the ambassadors 
and the Defense Department in these negotiations so far; am I right? 

Mr. Hoactanp. Yes, Mr. Haskell, and I think it is also true that a 
large part of this job which is very complex is to obtain full coopera- 
tion and on our side to carry the thing forward as rapidly as possible 
with maximum cooperation between State and Defense, between the 
embassies and ourselves and fully utilizing the help and advice of the 
General Accounting Office and also the various services and all of the 
Americans who are in a position to help or advise or supply 
information. 

Mr. Fascett. Mr. Hoagland, there is no problem in the statute of 
limitations outlawing any claim by the United States Government; 
is there ? 

Mr. Hoaaianp. No; there is not. 

Mr. Fasceri. Have any negotiations been concluded on the problem 
of no profits in offshore procurement contracts ? 

Mr. Hoacuianp. In some of the countries the negotiations have been 
carried forward just as far as it is possible within the limitation of 
contracts which are completed. 

Mr. Fascetyi. Has agreement been reached between that country and 
the United States on the payment or nonpayment of any money ? 

Mr. Hoacianp. Now we are getting into the details of individual 
cases. 

Mr. Fascetz. I am not asking you for the name of the country or 
the amount. All I want to know is whether any negotiations have 
been completed or concluded so that it has been decided that money 
is due the United States or not due the United States and the matter 
is closed ? 

Mr. Hoacrianp. Agreements have been concluded with the various 
countries with respect to problems involved in the procedures to be 
followed and with respect to problems involved in the carrying on 
and completion of the negotiations. 

Mr, Fascetx. In other words, you agree on the modus operandi in 
agreeing on the final conclusion, but neither country is bound at this 
point as to what the facts will ev ventually develop ? 

Mr. Hoacranp. It is a little too early, for several reasons, Mr. Chair- 
man. I would like to bring out the fact that while most of these con- 
tracts were placed some time ago, as Mr. Haskell mentioned, the degree 
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of performance is very different. In many instances, a majority of 
the contracts are still unfinished. You cannot tell until the contract 
is completed and the various elements of cost have actually developed 
whether there will be a profit or a loss. Therefore, the negotiations 
can go forward only so rapidly as the contracts are completed. It is 
for that reason, as well as because of some other problems and some 
things that take time to resolve, it is a little too early to tell what the 
financial result will be in any of these countries, although we have a 
pretty definite forecast in 2 or 3 instances, which is in the negative 
direction, indicating that they have lost money rather than “made 
money. They have had a period of rising costs and they have had 
increased labor costs and other types of expenses which seemed to 
indicate that there will be net losses rather than net profits in the 
majority of instances. 

Mr. Fascetu. This is a recomputation on what is cost ? 

Mr. Hoacuanp. Yes. 

Mr. Fasceri. But not on the question of whether or not it was a 
governmental entity ? 

Mr. Hoactanp. No, sir; that is right. 

Mr. Fascett. That is the question that Mr, Poland asked. Is this 
done collectively or individually, this determination ? Are you, as a 
representative of the Defense Department, sitting in and deciding on 
the questions of the modus operandi and facts and determinations on 
what it does and whether or not it is a governmental institution ? 

Mr. Hoacianp. I am, to a large degree, with Mr. Haskell’s partici- 
pation and also in consultation with other people on behalf of Defense. 
However, this has been preceded and is also accompanied by a good 
deal of consultation with the respective services as well as with the 
embassies in each country. 

Mr. Fascetu. I can understand that because in the final analysis the 


contracting officer has had to decide what the costs were or he could 
not let the contract ? 


Mr. HoaGianpb. Yes. 


Mr. Potanp. When I used the word “collective,” Mr. Chairman, I 
meant to raise this question: When you considered the loss, did you 
consider the loss on the individual, specific contract or the overall 
outstanding contracts taken collectively ? 

Mr. Hoacianp. The answer to that is this: On individual contracts, 
the Army, Navy, and Air Force very often make that determination. 
In the performance and administration of those individual contracts 
they make that decision. In addition to that, in these overall negotia- 
tions in each country which are carried on under a general, overall 
agreement in each country, the decision is made on a collective basis 
because that is the express provision of the agreement in each country 
that the question of whether or not we can get a refund—of course, 
we are anxious to get a refund wherever we can—wherever there is any 
justification for it, but it depends on a collective determination in 
each country so far as these overall negotiations are concerned. 

Mr. Potanp. Is that true in each country ? 

Mr. Hoacranp. It is true in every one of the countries that the 
overall agreement has a collective, express provision which was written 
into it at the beginning which permits offsetting of losses against 
profits, but, as I said before, the individual services in many instances 
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have made a separate determination at an earlier time and in many 
instances have received a refund or reduction in the amount they would 
otherwise have to pay. 

Mr. Fascetu. On the individual contracts? 

Mr. Hoaauanp. Yes, sir. 

Mr. Fascetn. Which means that therefore it is excluded from any 
determination that you might make now on a collective basis? 

Mr. Hoacianp. No,sir. We have two chances to make the recovery. 
One chance on the part of the individual service in enforcing indi- 
vidual contracts and in the second place, we still have a second chance 
to make a recovery of any possible Government profit under this 
overall agreement but only if it can be determined on a collective basis. 
Only if there is a net profit after taking into consideration govern- 
mental losses within the scope of the offshore procurement program, 
that is. 

Mr. Fascetn. Have basic understandings been arrived at between 
you and the Department of State with respect to the position of the 
United States Government in each country ? 

Mr. Hoactanv. The position that is taken in the negotiations in 
each country is determined by the embassy in consultation with 
myself and Mr. Haskell, insofar as the European area is concerned, 
and the embassies consult with the Department of State in Wash- 
ington. We, in turn, consult with the Department of Defense in 
Washington and all of this is done subject to certain overall classified 
instructions. 

Mr. Fascetu. Is the basic understanding between the Defense De- 
partment and the State Department the same with respect to each 
country ? 

Mr. Hoacianp. The general understanding is the same and the gen- 
eral pattern or the general approach is the same in all of the countries. 
However, there are differences in the individual countries because, for 
one thing, the agreements are not identical. The agreements are dif- 
ferent in the several different countries and the facts, circumstances, 
and other things are different in each. 

Mr. Fasceti. Let us try to be specific in this way. Royalties 
charged by a foreign government are to be excluded or included in 
every case? Isthata basic understanding or does it vary from country 
to country ? 

Mr. Hoacianp. That would vary, I think, from country to country. 
So far as I know, sir, that specific question has only arisen in one 
country. 

Mr. Fasceti. Then there is no problem of variation. How about 
research and development costs ? 

Mr. Hoacguanp. The same thing would be true there. 

Mr. Fasceti. That problem has arisen only with respect to procure- 
ment contracts in one country ? 

Mr. Hoaeuanp. So far as I know. 

Mr. Fascetyi. Therefore, there would be no problem on the basic 
understanding ? 

Mr. Hoacianp. Right. 

Mr. Fasceti. On the actual-cost formula itself as to what it costs, 
is there an agreement reached on that which is standard ? 


Mr. Hoacianp. That depends on factors which are not identical in 
every country. 
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Mr. Fascett. For the formula varies from country to country ? 

Mr. Hoaatanp. It does to a substantial extent. However, it also 
is governed by the overall auditing policies and requirements of our 
services who have made the contracts and who administer the con- 
tracts. While they are not always identical, they consult with each 
other and there is a large degree of uniformity. I am really not a 
very good witness on some of these points about the internal adminis- 
trative policies of the services, but I think what I have said is gen- 
erally true. 

Mr. Fascett. How about the problem of losses which are sustained 
by a recipient government in the fulfillment of the contract? Is there 
a basic understanding of what our position is with respect to that, 
entering into the element of cost ? 

Mr. Hoacianp. We have in some instances found that losses which 
might be suffered out of certain offshore procurement contracts by 
government should not be included in this overall determination be- 
cause in certain instances that was expressly understood and provided 
when the contracts were made. Unfortunately, it is not so easy as that 
in the majority of instances and that is an example of the very many 
different types of practical and technical problems involved in these 
negotiations. 

Mr. Fascertn. Mr. Haskell, do you know of any reason why the fact 

cannot be made public that the United States is discussing contractual 
relationships money-wise with any given country? Do you know why 
this cannot be done from a Depar tment of Defense standpoint? That 
is all I am interested in. I do not mean by that that we would disclose 
the nature of the end item procured, nor the amount of the contract, 
but do you see any reason from a Department of Defense standpoint 
that you cannot say that country X and the United States are in nego- 
tiations or that there is a difference arising out of a contract to the 
extent of a possible X number of dollars and that negotiations are now 
underway between the two countries ? 

I am not asking you to answer this from the eyes of the State Depart- 
ment but Department of Defense. 

Mr. Hasketu. There is one point in the question that worries me. 
That is, the amount of money involved. I know that there are coun- 
tries where that could not be determined until the progress of the 
work—— 

Mr. Fascertx. If you cannot estimate 

Mr. Hasxetu. The fact that there are negotiations going on between 
the United States Government and the other governments with respect 
to the provisions of contracts would seem to me to depend upon the 
particul: ir military significance of the case. Usually, I can see that 
nine-tenths of it would be political. I can see a defense angle in certain 
countries where maybe the country, or certain parts of it, would still 
be very classified primarily for military purposes, but for the run-of- 
the-mill case if you did it for one you would do it for all. I can imagine 

cases where it might be against the defense interests of the United 
States and NATO, for that matter, because we are interested in that, 
too, to have it announced that we were in the midst of negotiations on 
particular contracts. 

Mr. Fasceri. That escapes me. I do not follow the reasoning of 
that. The only thing that you could determine by the statement would 
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be that the United States is negotiating with country X on questions 
arising out of contracts between the two countries for an estimated 
sum of money. 

Mr. Hasxetu. I could imagine that there could be cases of that kind, 
but in the normal case, the fact that such negotiations were going on, 
T could see no harm in that being public at all. 

Mr. Fasceu. Let us put it very affirmatively rather than negatively. 
Is the Department of Defense today actually classifying any of the 
negotiations or the material dealing with this problem ¢ 

Mr. Haske. I do not know where classification started but I think 
it started out jointly because of the joint instructions that we received 
at the initiation of the thing and subsequent cables of interpretation, 
and so forth, have followed the pattern of classification with certain 
variations here and there, depending on the sensitivity of the thing. 

Mr. Fascetx. Let us put it another way. If the State Department 
decided to declassify this whole matter, would the Department of 
Defense have any objection ? 

Mr. Hasxetu. This whole matter, including the exact status of nego- 
tiations ? 

Mr. Fascetz. Yes. 

Mr. Hasxeuu. I would be inclined to think, being interested in the 
successful accomplishment of the mission, that in many cases that 
might handicap it. I think we have cases in governments where there 
is a difference of opinion within the governments on the other side and 
if we prematurely declassified it in many cases this might—declassify 
material given to us in confidence by the governments—might handi- 
cap negotiations. I think there are cases where it would and cases 
where it would not. 

Mr. Fascett. Do you know of any cases where this material has 
been classified as a result of a request by a recipient country ? 

Mr. Hasxetxz. I do not think I am close enough to the individual 
negotiations to answer that. 

Maybe you could ? 

Mr. Hoacianp. I do not know of any case where the material has 
been classified at the specific request of one of the other countries con- 
cerned, Mr. Chairman. I do know this, however, that the State De- 
partment and the embassies considered that it is normal and ordinary 
procedure in the course of any international negotiation while it is 
still pending to keep classified any report, discussion, or any instruc- 
tions, relating to those negotiations. I think they feel that the other 
countries would expect it as a normal thing, as an international thing, 
customary in the course of any pending negotiations. 

Mr. Fascrtu. It is public, and has been for some time, that there 
are negotiations between the United States and certain countries? 

Mr. Hoacianp. Yes. 

Mr. Fascety. The only next logical step is, what countries? The 
question I am asking is, Without opening up State secrets and inter- 
national agreements and all that, why we cannot say that the United 
States is in the process of negotiating a matter with country X? That 
is all I am trying to find out. If it is a State Department considera- 
tion and Defense has no interest in that, I think we ought to know 
that so we can ask the State Department what the reason is. Maybe 
they will declassify it. 
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Mr. Haske. As to the declassification policy of our friends in 
State, we have no power here. 

Mr. Fasceti. That would be a top level decision ? 

Mr. Hasxetu. That would be a decision at a level higher than mine 
to declassify. 

Mr. Fascetu. That gets right tothe point. In other words, we have 
oe the Secretaries of State and Defense when we get to the root of 
this thing. 

Mr. Hoagland, have you been on this thing since November 1956 
when the original General Accounting Office report was issued ? 

Mr. Hoaguanp. Yes, sir; since before that. I believe you are re- 
ferring to the date when the Comptroller General forwarded a report 
to the Secretary of Defense and the Secretary of State in Washington ? 

Mr. Fascetu. Yes. 

You have been on it prior to that time? 

Mr. Hoaauanp. Yes. 

Mr. Fasceti. That was issued when ? 

Mr. Hoaetanp. November 1956. 

Mr. Fascetzt. Let us see. That report was issued and made avail- 
able approximately when? The early part of 1956 or when? 

Mr. Hoacuanp. We received a copy here sometime later. I believe, 
sir, that it was forwarded by the Comptroller General in Washington 
to the Secretary of Defense and the Secretary of State in November 
1956, last fall. We received a copy of it from the Department of 
Defense sometime later. 

Mr. Fascerx. When did you start your duties? That will give me 
the answer I[ want. 

Mr. Hoacranp. I started around the beginning of last year; around 
the beginning of 1956. 

Mr. Fasceiu. How long are you going to be around ? 

Mr. Hoacuanp. I cannot say exactly, Mr. Chairman. 

Mr. Fasceti. Six months or six years? 

Mr. Hoactanp. I might say that it has already taken longer than 
was originally expected, but that is quite understandable because of 
the complexities involved and the fact that I subsequently found that 
the extent or degree of performance on these contracts was still a long 
way from finished. 

Mr. Fascetx. Considerably. So, we are not even talking about ret- 
roactive matters, but matters in process of being ? 

Mr. Hoacianp. We are talking about contracts, some of which 
have been completed and final payment made. Also, others which 
may be completed today or tomorrow and final payment made within 
the course of a few weeks, and other contracts which will not be com- 
— until 1958 or possibly later. The bulk of this work, I would 

ope, can be completed before that because the most difficult phases 
and the most controversial and major problems are being resolved as 
rapidly as possible and from there on out, it should become more or 
less of a routine matter to follow up and get the full benefit of any 
refunds that we can collect. 

Mr. Fascert. How many countries does this problem exist in? 

Mr. Hoaeuanp. There are 13 countries in which the no-profits clause 
exists in the overall memorandum of understanding. 

Mr. Haske tt. In 13 countries in our general area of responsibility. 
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Mr. Fascetz. Iunderstand. North Africa and the Near East? 

Mr. Hasxe.u. I do not know about the Far East. 

Mr. Fascett. You have enough without worrying about that. 

Mr. Hasxety. We sure have. 

Mrs. Harpen. Mr. Haskell, of your 46 staff members, how many of 
them are women ? 

Mr. Hasxetn. We have a fair number; 2 or 3 administrative as- 
sistants. 

Mrs. Harven. Two or three administrative assistants who are 
women ¢ 

Mr. Hasxent,. Yes. We have one who attends the NATO con- 
ferences with General Van Syckle as a sort of an alter ego; not all, 
but most of the very able and trustworthy top-secret secretarial staff 
are women. I wish we had more of them. We have broken them 
down by offices but not by men and women. I would guess—what 
would you say, General ? 

General RopenHavser. I would say closer to a fourth are women. 

Mrs. Harpen. Do those women who are in the administrative as- 
sistant capacity receive the same salary as the men in comparable 
work ? 

General Ropenwauser. Yes. They are classified under the general 
service classification. Our civilian personnel officer isa woman. She 
isa GS-8. In addition, we have an administrative assistant and pro- 
duction and logistics division employee. She is a GS-7. We have 
no men in comparable positions on our staff. Where possible, we 
have manned those administrative jobs with women. 

Mrs. Harpen. Thank you. 

Earlier in your statement, Mr. Haskell, I understood you to say it 
was your responsibility to look for this or that. Would you care to 
comment further on that statement? What do you mean by “this 
or that”? 

Mr. Hasxetx. I think it has varying degrees and that is pretty 
well spelled out in my current terms of reference. For example, un- 
der it, it says— 

The Defense representative who advises the Secretary of Defense on broad 
policy considerations pertaining to the military assistance program as they 


affect the Department of Defense or where DEPREPNAMA has recommenda- 
tions pertaining to the military assistance program and responsibilities in 


CINCEUR, he shall coordinate with CINCEUR prior to submitting his recom- 
mendations to the Secretary of Defense. 

Just through our NATO contacts and relationships with the 
USRO delegation, we may develop certain views as to the size and 
scope or makeup of certain programs in a certain country. 

I would not go off halfcocked and make a recommendation to the 
Secretary of Defense but I might go out and talk to CINCEUR who 
is in charge of line rations. He might say, “You are crazy,” and then 
explain why, or he might say, “This looks like a pretty good idea.” 
He might say, “We will go along with your recommendation”, or, 
“You can count us as being opposed”, or otherwise. 

In other words, we have a freedom to advise the Secretary of De- 
fense through the Assistant Secretary on International Security Af- 
fairs on the broad aspects of the program. This is particularly 
spelled out in a separate program and we are invited to advise the 


FT ER PO RIE TE TIE FO I EIS OP et 


a 





SKS TLR 


+o 4 


ti 


mea coer os 


ed 


nm 


¥ 








GENERAL ACCOUNTING OFFICE IN EUROPE 139 


Secretary of Defense on broad policy considerations of the MAP 
program which relates to facilities assistance and offshore procure- 
ment. 

Since the office formerly had that duty and because of the contacts 
with NATO which these programs tie in with, we have perhaps a little 
greater competency in the field of the regional programs rather than 
the bilateral ones running through the MAAG’s so that we are free 
to advise if we see something that “might be done. It might be nothing 
new, and it might be something Congress has suggested many times, 
but the utilization of foreign currencies in a certain area might be 
indicated or a change in regulations which might permit that more 
full use of foreign currencies which stand to the credit of the Treas- 
ury as a result of some other program, or specifically agricultural 
programs. 

In the last paragraph there— 
perform such other duties in the field of international security affairs as may be 
assigned from time to time by the Secretary of Defense— 
in addition to this offshore procurement and noprofit thing which was 
assigned to us, things of varied significance may be picked out where 
the Defense Department wants somebody who is part of the Defense 
Department to take a look at it and submit a separate report. I think 
that. is what I meant to refer to, Mrs. Harden. 

Mrs. Harpen. Thank you. That isall, Mr. Chairman. 

Mr. Fascetzi. Mr. Michel ? 

Mr. Micner. No questions. 

Mr. F: ata = Mr. May? 

Mr. May. No questions. 

Mr. Fascetxi. Mr. Poland ? 

Mr. Potanp. Mr. Hoagland, is not your position sort of sui generis? 
Are there many like you? I do not mean that as a personal Sree, 
but are there many with functions like yours? Are they not unique ¢ 

Mr. Hoacianp. If you refer to representing the United States in 
intert 1ational negotiations, or as an adviser participating to an extent 
in international “negotiations, I think that is a very well known thing 
in various phases of our interests abroad. So far as our own particular 
office is concerned here at the present time, I think probably I am the 
only one who is doing this kind of work. 

Mr. Potanp. You ‘put that on an international basis, Mr. Hoagland ? 
How did it get there? How did your function get there? It did not 
start on an international basis, did it? 

Mr. Hoacianp. These agreements were from the beginning inter- 
national agreements. 

Mr. Ponanp. The bilateral agreements were international. The 
contracts executed under them were not. 

Mr. Hoacianp. You mean the individual offshore procurement 
contracts ? 

Mr. Pouanp. Yes. 

Mr. Hoacianp. They are contracts made between the United States 
Army or Navy or Air Force and foreign suppliers in the various 
countries. 

Mr. Potanp. And private corporations unless they are Government 
corporations ? 





140 GENERAL ACCOUNTING OFFICE IN EUROPE 


Mr. Hoaeianp. Yes, sir; a great many of them are private cor- 
porations operating in these various countries. In some cases the 
contracts have been made on an intergovernmental basis from the 
beginning. That is, between our armed services and the foreign gov- 
ernment concerned. 

Mr. Potanp. If we may assume, for the purpose of discussion, that 
these corporations are privately owned corporations where there is no 
government ownership or control or possibility of a government 
profit, the settlement of that contract would be done on a level which 
would not require it on an international basis; would it not ? 

Mr. Hoaeuianp. I think that is quite true except that it is interna- 
tional in the sense that on the other side you have the contractor who 
is a foreign company or foreign firm dealing with an American service. 

Mr. Potanp. The reason why you are in business here is because 
there is a recognition of the fact that these corporations are presump- 
tively government owned or controlled ? 

Mr. Hoacuanp. In certain instances that has been a problem, and a 
very difficult and controversial problem. In many other instances 
there is no question whatever that the firm is a private one or a private 
business firm having no connection with the government. 

Mr. Pouanp. In such instances, is there any question of a govern- 
ment profit ? 

Mr. Hoaguanp. No, sir; where the corporation or the firm which 
is the supplier is clearly a private business firm in its own country, 
there is no question of a government profit. 

Mr. Potanp. Then the no-profits clause does not apply and you are 
not concerned at all? 

Mr. Hoacuanp. That is correct. 

Mr. Fascett. Mr. Hoagland, somebody had to make the determina- 
tion somewhere that this was a private corporation ? 

Mr. Hoacuanp. Yes. 

Mr. Fascetx. Are you reviewing that determination ? 

Mr. Hoacgianp. Yes; in all of these countries where the negotiations 
are pending or projected, we are reviewing the list of private business 
firms to make sure that they are not government-owned or not govern- 
ment instrumentalities. The only qualification I should make to that 
is that there are so many hundred separate companies involved that 
it is not practicable or desirable, from the point of view of the United 
States, to spend unnecessary time or funds to look at small contracts, 
Therefore, we have not tried to do it all the way down the line on 
these small, private firms, I mean with small contracts and only a 
small amount of money involved. 

Mr. Fascett. Are you an adviser or negotiator ? 

Mr. Hoacianp. I am a special assistant to Mr. Haskell for the pur- 
pose of furnishing advice and participating on behalf of the Depart- 
ment of Defense along with the embassies who have the primary re- 
sponsibility in each country for the negotiations. 

Mr. Fascett. What you are telling me, then, is that you represent 
only the Department of Defense position, but you have no way of 
determining the course of events? 

Mr. Hoacuanp. I represent the Department of Defense position with 
the advice of Mr. Haskell and others in the Department. I have a 
voice in the course of events in each of the negotiations acting as an 
adviser with the embassies. 
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Mr. Fascetxi. I think that makes your position clear. The pri- 
mary responsibility is on the State Department ? 

Mr. Hoacianp. I believe that is quite true; yes, sir. 

Mr. Pontanp. Mr. Hoagland, when you said it was your concern 
to determine that these corporations were private corporations, I was 
interested in that in view of the fact that the General Accounting 
Office has made a statement to the effect that they were government- 
owned or controlled and there was a government profit there. That 
would establish a prima facie case and the burden of proof would be 
on those who would negotiate rather than that you should try to 
show it? 

Mr. Hoacranp. Where a recommendation has been made by the 
General Accounting Office, we have followed the line of thinking that 
you suggest. We have assumed that if our General Accounting Office 
aes that a particular corporation is government-owned or gov- 
ernment-controlled, it is probably true and at least we should assume 
that it is true unless it is Bacal to the contrary. 

Mr. Fascety. Excuse me, but do you use that as a basis for starting 
your negotiations? Otherwise, you have no reason to meet. 

Mr. Hoaceianp. We are going far beyond that, Mr. Chairman; we 
are in all of these countries having a complete review made of every 
contract in which the government has any interest, whether it is a 
contract directly with the government or whether it is a contract 
with some corporation in which we believe the government has an 
interest. 

Mr. Fascetn. Thank you for putting that in the record. I thought 
we had that in the record already but thank you for repeating it. 

Mr. Hoactanp. This problem of a government corporation and in- 
strumentality is only one phase. While it is rather complex and 
difficult in 1 or 2 particular countries, in most of the countries con- 
cerned it is of less importance and a minor phase because there are 
not many such instances overall. 

Mr. Potanp. You and I, Mr. Hoagland, will battle for our clients 
and I am wondering if any consideration has been given to these 
contracts, in the process of completion, of withholding protective 
sums in escrow against the recovery of no profits ? 

Mr. Hoacianp. I would be very glad to answer that question, sir, 
but I am not quite sure whether this is a classified matter or not. 

Mr. Fasceuu. It is conceivable, is it not, that as a matter of good 
business, if the United States Government is still in the process of 
lending and paying on offshore procurement contracts, then if it has 
at the same time a disagreement with that contractor on prior con- 
tracts, to withhold payment under the current contract until the 
matter is settled? That might be a good business move to make, 
would it not? 

Mr. Hoaeianpn. That might be a good business move to make in the 
course of these negotiations. 

Mr. Fascety. If the United States Government did not do it, de- 
pending on the facts, 1 would wonder who had the responsibility for 
not doing it after the money went by the board. That would be the 
way I would look at it as a legislator or taxpayer. 

Mr. Potanp. Do you want to leave the record the way I understand 
it to have been made a while ago, that in these contracts being con- 
cluded, final payments are being made ? 
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Mr. Hoacianp. I think that in general it is a correct statement. 
There may be some exceptions and there may be various reasons why 
a final payment on a particular contract is deferred or held up. It 

may not necessarily be because of this, but it could be because of this 
if that determination were made. 

Mr. Fascetx. Mr. Montgomery ? 

Mr. Monrcomery. Mr. Hoagland, if I understood your earlier testi- 
mony correctly, you have adopted the position of the General Ac- 
counting Office at least as a basis for negotiation, and that presents no 
problem ? 

Mr. Hoacianp. We have on the points specifically mentioned as to 
certain corporations said by the GAO not to be privately owned, and 
we have taken the position in every such instance w ith the foreign 
governments concerned that those contracts must be included in the 
review and in a determination of any net profit, subject only to their 
right, of course, to disprove the government control and government 
ownership. 

Mr. Montcomery. What is the position of the State Department 
as represented by the embassies in the various countries with regard 
to the General Accounting Office position on that? Is there any 
disagreement ? 

Mr. Hoactanp. I have found the embassies very cooperative and 
I might only add that in different areas there are not only differences 
in the facts and differences in the cov ering agreements, but 
there are also differences in personnel and changes in personnel, and 
these things all require discussion and exchange of views. I think 
that certainly the embassies in general feel that any recommendation 
made by the General Accounting Office requires very careful con- 
sideration and, presumably, unless there are other factors to the con- 
trary, should be the basis of our approach. 

Mr. Monrcomery. Would you care to state whether or not there 
are any areas of difference between you and the General Accounting 
Office with respect to their recommendations in this field ? 

Mr. Hoaeuanp. I do not recall any difference of opinion with the 
General Accounting Office on any phase of this. We have discussed 
it with them a good many times, and we have certainly listened to 
all of their suggestions and comments. We have utilized their factual 
information and there might be some instances where we found other 
factors that we believed were controlling, so that we were not always 

carrying out every comment or every suggestion of the General Ac- 
counting Office, because there are many factors that enter into these 
decisions. There are many factors that enter into the negotiations. 

Mr. Monrcomemry. I believe that the General Accounting | Office did 
recommend initially with respect to this problem that where govern- 
ment profits factors were present at the time an offshore procurement 
contract was executed that contract would not come within the purview 
of the no-profit clause of the offshore procurement bilateral but rather 
would be a matter for negotiation between the contracting officer and 
the contractor. For example, if the contract was with a known gov- 
ernment corporation in any country and a profit was involved that 
contract, is it a matter of proper negotiation fo or the contracting officer 


or should it be for negotiation at a diplomatic level under the bilateral 
agreement ? 
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Mr. Hoactanp. I might answer that best in this way: So far as I 
know, there has been no instance where an offshore procurement con- 
tract was made with a foreign government providing for a govern- 
ment profit. 

Mr. Montcomery. How about contracts with corporations owned or 
controlled by a foreign government ? 

Mr. Hoaguanp. The situations which I think you are referring to 
and in which the General Accounting Office has been particularly 
interested were situations where the contract was not made with a 
government but made with some corporation and there is a question 
as to whether that corporation is or is not a government instrumen- 
tality. The General Accounting Office has been very helpful to us 
in calling such situations to our attention and we have in all such in- 
stances taken the position that until the other government disproves 
the statement we should assume that the General Accounting Office 
view is more likely right than not right. Therefore, while we have 
made a good deal of additional investigation and have extended this to 
many of the situations where the General Accounting Office had not 
looked into it at all, we have not differed from the General Accounting 
Office on that general approach. 

There is another point which you mentioned which is that in those 
instances where the General Accounting Office had specifically said 
that they thought a certain corporation was government-controlled, 
there was a problem as to whether individual procurement offices in 
the various countries representing the Army, Navy, and Air Force 
should determine that problem or leave it for determination in the 
overall negotiations. 

Mr. Monrcomery. What do you think about that? 

Mr. Hoagianp. On that, there was a decision made and some in- 
structions issued, which I believe are classified and which I cannot 
quote, but so far as I am aware, it was not a case of disagreement with 
the General Accounting Office. It was a question of a decision of 
administrative policy as s between the Department of Defense and the 
respective services which involved a good many other considerations 
including the meaning and intention of the original overall no-profits 
agreements. 

Mr. Monteomery. In other words, what you are saying is that in 
no case will negotiations be entered into at the contracting officer’s 
level to recoup profits paid to government-owned corpor: ations? 

Mr. Hoacianp. No, sir; I do not think I said that. 

Mr. Monteomery. Can you think of any instances where that would 
not be true ? 

Mr. Hoagianp. There are instances where the individual con- 
tracting officers have recouped money for the United States where 
it was clearly an unintended government profit. There are other 
cases where the question as to whether or not it resulted in a gov- 
ernment profit through a government-owned company is very de- 
batable and controversial and technical and in those instances, rather 
than having the decision made and negotiations conducted by many 
different individual contracting officers in different areas, I believe the 
general approach has been to ‘Teave that to be resolved in the course 
of overall negotiations so that the individual contracting and pro- 
curement officers could get on with their work with which they are 
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more familiar and leave that more difficult, complex problem for 
the overall negotiations. Wherever there was any known unintended 
profit which had been allowed or could be allowed to a government, 
I believe that in all such instances, the individual procurement of- 
ficers have been instructed to recoup that, and, so far as I know, 
it has been done in every case. 

I know of some specific instances where it has been done. 

Mr. Montcomery. Did any of those specific instances involve a 
government-owned or controlled corporation ? 

Mr. Fasceti. That is the only case where it would be involved. 

Mr. Hoactanp. I was referring to the instances where there had 
been a government profit unintended but actual or potential, not be- 
clouded or complicated by the controversial question as to whether 
a particular corporation was government-controlled. 

Mr. Fascetx. In other words, the recipient country admitted that 
it was a government corporation and made a profit and they were 
willing to pay it back but where there is any argument it will be 
thrown in your lap and continue to be there ? 

Mr. Hoaetanp. That is not quite what I meant. 

Mr. Fasceti. I did not mean to ascribe this conclusion to you at all. 
This is a conclusion I arrived at and I make the record clear on that 
point. I make the record clear that I do not directly or indirectly 
ascribe it to you at all. 

Mr. Montcomery. Has there ever been any instance where a gov- 
ernment admitted that a corporation has been government-operated 
and controlled ? 

Mr. Hoacianp. Yes, sir; there have been instances where con- 
tracts with such corporations were included in our negotiations. 
There are other instances where it is still a matter of controversy. 

Mr. Fascerx. I would like to get back here to Mr. Haskell to clear 
up a point on this letter giving the terms of reference in the De- 
partment of Defense instructions for your office. 

Tell me if I am correct. As I understand what you testified to, 
you have no responsibility with respect to current off-shore pro- 
curement ? 

Now we understand that you do. 

Mr. Hasxetu. I do not understand that we have any operational 
responsibility as to—— 

Mr. Fasceru. Let us say that a contracting officer for the Army ina 
particular installation is trying to let a contract and he is concerned 
as to whether or not there is a profit to a government corporation 
with Government X. It is out of his hands. It has to go to somebody. 
It must go to you or Mr. Hoagland. That is what I understood the 
fact of Mr. Hoagland’s testimony to be. 

Mr. Hasxett. We were reviewing, to my best recollection, past 
contracts. 

Mr. Fasceti. We have contracts in existence now ? 

Mr. Haskett. Many of them. 

Mr. Fascetx. Your testimony was that after December 10, 1956, the 
operational responsibility went to the three services. 

Mr. Haske. With the coordination of EUCOM. 

Mr. Fascetu. If they have the responsibility, they have it. There 
is no if, and, or but. Ifthe Air Force has the responsibility for let- 
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ting that contract and seeing that the Government is protected under 
it, they have it or they do not. 

Mr. Hasxewu. They also have had that responsibility. Our re- 
sponsibility is to review these contracts that have been let in the past 
to see that these points which could not be resolved individually by 
the services could be resolved at a governmental level in the light of 
the government agreement. 

Mr. Fascetu. The theory behind that, as I understood it, was that 
prior to December 10, 1956, the European Defense Department repre- 
sentative had the responsibility for those offshore procurement con- 
tracts so that all contracts for the three branches of the military serv- 
ices eventually wound up in one spot ? 

Mr. Hasxex.. If I said that 

Mr. Fascetu. That is what I understood. 

Mr. Hasxetz. In most cases the procurement was handled by the 
services in the normal manner with no intervention on the part of 
the Defense representative. 

Mr. Fascetu. That is what they are doing now. 

Mr. Hasxett. In the past when there was an important reason for 
Government interest in which State, Defense, and the military author- 
ities thought it was important, the Defense representative had au- 
thority to direct procurement and now that quchorsty is vested—— 

Mr. Fascetu. In the hands of the individual services 

Mr. Hasxett. I do not believe the services in Europe themselves 
have the authority to do directed procurement. They must have ad- 
vance approval from higher authority. I think the Defense Depart- 
ment itself. 

Mr. Suarer. It would be the Procurement Assistant Secretary of 
the individual military department who would authorize directed 
procurement for that Department in the field. 

Mr. Fascety. Out of the allocation of military assistance funds to 
the Department of Defense ? 

Mr. Suarer. That is right. 

Mr. Fascett. In the final analysis, under the old system, the De- 
partment had control over the procurement because it was its appro- 
priated funds unless they made an allocation of military assistance 
funds toeach service. Do you follow me? 

Mr. Suarer. It has always been that way. 

Mr. Fascetu. They did make an allocation ? 

Mr. Suarer. The actual contracting has always been in the hands 
of the individual services in Europe. Their funds came from their 
military departments. The military departments got the funds from 
the Department of Defense under an allocation which, in turn, got 
them from the President. 

Mr. Fascetu. Is that the system today? 

Mr. SuHarer. Yes, sir. 

Mr. Fascetzi. There has been no change in the procurement system ? 

Mr. Suarer. Mr. Haskell indicated that until December 10, 1956, 
he had authority to direct procurement. He no longer has that author- 
ity. The authority would now reside in Washington, in the individual 
military departments, the Procurement Secretary. I might say that I 
would suppose that there is little or no directed procurement in 
Europe today, there being no occasion for it. 
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Mr. Potanp. Two questions have occurred to me. One of them I 
should like to address to Mr. Haskell. 

I understood you to say a moment ago that these situations could 
not be resolved by the procurement officers. You said “could not be 
resolved.” My understanding was—and I would like to be corrected 
if wrong—in some instances the procurement officers were ready and 
willing ‘to resolve them. 

Mr. Haske. I do not know if I used the word “could.” It seemed 
to me there may be other factors involved but it seems commonsense 
to me that when the chips are down and you are going to deal with the 
Government in one phase of the thing, and it may be a large corpora- 
tion that a certain country had dealings with in the different services, 
but you get along better with a unified negotiation and a single person 
speaking for the Defense Department, or the United States Govern- 
ment for that matter, than you would if you had different ones in 
that thing when a government-to-government agreement is involved. 

Mr. Fascetit. You do not mind my saying that is an extremely 
debatable conclusion. 

Mr. Hasxetx. That is my personal conclusion. 

Mr. Fascetn. That is what we are doing now? We will await the 
results of this policy, but in my opinion it is an extremely debatable 
conclusion and I am not sure that the political considerations are 
warranted in this policy. 

Mr. Potann. There was an element in that which in a sense removed 
this matter from the hands of the procurement officers for their final 
determination and left it with your outfit and under the guidance of 
Mr. Hoagland ? 

Mr. Haske. We are not going to make the final determination. 

Mr. Potanp. Taking it away from the procurement officer and leav- 
ing it with other authorities was a policy determination ? 

Mr. Haske. Negotiations to transfer negotiations with foreign 
governments to the level of ambassadors and the Department of De- 
fense was the policy instruction which we received. 

Mr. Potanp. That is what I assumed and I thought the record 
should show it. 

There is one question I would like to ask Mr. Hoagland. 

If I understood you correctly a few moments ago, in determinations 
with respect to these matters you considered other factors. 

What factors do you consider other than the contracts themselves ? 

Mr. Hoaeianp. May I ask again what particular point you refer 
to? 

Mr. Potanp. A few moments ago in your testimony you stated that 
in your negotiations for settlement you considered “other factors. 

I wrote that down and now I want to know what other factors would 
have to be considered other than those within the four corners of the 
contract under consideration ? 

Mr. Hoacianp. I did not mean to say, certainly, and I do not think 
I said, we considered other factors apart from the contracts them- 
selves. I think I was referring to the comments and views expressed 
to us by the General Accounting Office. I think I said that, in general, 
we found their views were entirely in accord with our own and very 
helpful and, in general, we adopted those views and followed them 
but there were some instances where other factors entered into our 
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own decisions and our own practices which might lead to a different 
result from what the General Accounting Office, frora its own particu- 
lar viewpoint, might have recommended. 

Mr. Fascretn. They are in agreement with the General Accounting 
Office in most cases, except some. 

Mr. Potanp. If I misconstrued your statement, I apologize. 

Mr. Fasceri. You can still make the statement stick on the record 
because he has to stick within the bounds of his instructions which 
may or may not be within the four corners of the contract. 

Are there any other questions on this thing ? 

Is there anything further that you gentlemen would care to add to 
the record ? 

Mr. Hasxett. No,sir. I have nothing further. 

Mr. HoaGianp. No, sir. 

I appreciate your saying that you would send us a copy of the 
record so that we could read it over later and if we have at that time 
anything to add, that we may do so. 

Thank you very much. 

Mr. Fascetn. As a matter of fact, we hope that you will have plenty 
to add. We hope that by the time this record gets around and is sub- 
mitted to you the Defense Department, on the ‘recommendation of its 
special representative, will have undertaken to impress upon some- 
body at top level a good job for the Department of Defense could be 
done by making as much information available with respect to this 
matter as possible, despite any political considerations involved. 

Mr. Hoaguanpn. On questions of classification ? 

Mr. Fascetx. On the question of offshore procurement dealing with 
negotiations, the countries involved, the status, amount of money, how 
effective you are, ineffective, and whatnot. This is just a personal 
opinion that I am expressing and I do not expect the rest of the com- 
mittee or the staff to share my opinion, but I think that we have 
drawn a veil across it, on something that need not have a veil drawn 
over it, and the result has been a lot of improper speculation with 
respect to our procurement practices which are extremely harmful to 
the Department of Defense. 

It is just not good sense to me. I do not see it, so I would trust 
that in the course of time—you have been here now for over a year— 
that you would look at your future operations with this viewpoint 
in mind. Then the Secretary of Defense could prevail on the See- 
retary of State to open up a little bit. 

General Larkin, I am sorry that we have taken up so much time 
on the other material so that we cannot get into the problem of weapons 
development. 

General Larkin. That is all right with me, sir. 

Mr. Fascein. Let us leave it this way: We do not mean to slight 
you in any way but if we have a particular area of interest on this 
subject within our jurisdiction suppose that we have the staff commu- 
nicate with you and you can give us the benefit of whatever information 
is available within the limits of classification. 

General Larkin. I will be glad to do that. 

Mr. Fascetn. Mr. Haskell and gentlemen, we certainly appreciate 
the time and consideration that you have given to the committee on 
this problem. We recognize that within the limits of classification 
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it is very difficult to deal in generalities and still be specific enough 
to make sense. 

We hope, however, that in this exchange we communicated to you, 
in a way, the feeling that the Members of Congress have in these types 
of problems. We assure you that we also recognize the problem which 
you have. We hope that by meshing the two, we have achieved a 
moderate approach for both of us to doing a job which is, in the final 
analysis, one that we are both trying to do; that is, a job in the best 
interests of the country. We want to emphasize again and trust that 
the Department of Defense will take into consideration the improper 
overtones that have been added to what ought to be a normal routine 
business operation (that goes on everyday with the Department of 
Defense) involving billions of dollars and normally the Department 
of Defense would not hesitate a minute to make it available to the 
United States people. 

When you compare offshore procurement and the total defense spend- 
ing, the matter is so comparatively small that perhaps we can prevail 
upon the State Department to do something about that situation. 

With that final comment, the meeting will be adjourned and thank 
you very much. 

(Thereupon, the hearing was adjourned at 6 p. m.) 
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(A Review of GAO Activities in Connection With Certain 
Federal Expenditure, Procurement, and Inventory Practices 
in Europe) 


FRIDAY, SEPTEMBER 6, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON EXECUTIVE AND 
LEGISLATIVE REORGANIZATION, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Paris, France. 

The subcommittee met at 10 a. m., American Embassy, Paris, 
France, Hon. Dante B. Fascell, (acting chairman) presiding. 

Present: Representatives Harden, Michel, and May. 

Also present: Christine Ray Davis, staff director; Orville S. 
Poland, general counsel; Orville J. Montgomery, associate counsel; 
John W. McGarry, assistant counsel; John R. Buckley, staff member ; 
and John P. Carlson, minority counsel. 

Mr. Fascetx. The meeting will come to order. 

General Babcock and gentlemen, this is the Executive and Legis- 
lative Reorganization Subcommittee of the Committee on Govern- 
ment Operations of the House of Representatives. 

Our jurisdiction is primarily one of determining the economy and 
efficiency in the operation of Government, particularly in the expendi- 
ture of funds and the operation of programs. We have come to 
Kurope primarily to inquire and discuss the operations of the Gen- 
eral Accounting Office, European Branch, and the responsibility it 
has in auditing and other functions. 

Your operation is one which comes within that jurisdiction and, 
therefore, we are interested in determining what you do, how you do 
it, all within that frame of reference. We are very happy to have 
you here with us today and we trust that the exchange will be mutu- 
ally beneficial. 

With that, General, if you would be kind enough to introduce 
yourself for the record, as well as the members of your staff, or who- 
ever else is accompanying you, and also give us a brief résumé of your 
own career if you will. 


STATEMENT OF MAJ. GEN. C. STANTON BABCOCK, CHIEF, MAAG; 
ACCOMPANIED BY COL. W. B. KERN, CHIEF, ARMY SECTION; 
COL. B. STERNBERG, EXECUTIVE OFFICER, MAAG; COL. D. W. 
EISENHART, CHIEF, AIR FORCE SECTION; AND COMDR. F. L. LEE, 
DEPUTY CHIEF, NAVY SECTION 


General Bancock. Mr. Chairman, I am Maj. Gen. C. Stanton Bab- 
cock, United States Army, and my present assignment is that of Chief 
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of the MAAG, France. I assumed command of MAAG, France, on 
the ist of July of this year. The staff that I have with me are Col. 
D. W. Eisenhart, United States Air Force, Chief of the Air Force 
Section; Col. W. B. Kern, United States Army, Chief of the Army 
Section of MAAG, who also assumed his post on the Ist of July; 
Comdr. F. L. Lee, of the United States Navy, Acting Chief of the 
Navy Section of the MAAG; Col B. Sternberg, United States Army, 
executive officer of the MAAG. 

I do not have a prepared statement. 

I graduated from the Military Academy in the class of 1925 in the 
cavalry. I have served in various cavalry regiments until about 1929 
when I went to the Cavalry School. I served there as an instructor and 
then I went to the Institute of Far Eastern Studies at the University 
of Michigan during that period. I was on the Olympic team in 1936 
in Berlin. I do not know whether this is pertinent. 

Mr. Fascety. Very interesting. In what capacity ? 

General Bascock. I was on the Army horse show team. I then went 
to Japan as a language officer and I served there as a language officer 
and assistant military attaché for 4 years. When Pearl Harbor broke 
out I came back on the Gripsholm and served in the War Department 
and in the South Pacific during the war. I served in the occupation 
of Japan for almost 5 years as a regimental commander, as chief of 
General MacArthur’s Planning Section, as deputy chief of staff for 
what wascalled SCAP. Iwas then loaned to the Department of State 
and served with Mr. Dulles on the framing of the Japanese peace treaty 
for about a year andahalf. Ithen went to Pammunjong to argue with 
the Communists about the political conference which they hoped to set 
up after the armistice. I then served as the assistant division com- 
mander in the 7th Infantry Division in Korea. I then went back to 
the State Department for a year and served as deputy to Mr. Lodge in 
the United Nations. I then became assistant division commander of 
the 2d Armored Division in Germany and a few months later was pro- 
moted and assumed command of the division and then I came here. 
That was about the Ist of July. 

Mr. Fascett. General, you have had a long and distinguished career. 

General Bancock. A varied career, Mr. Chairman. 

Mr. Fasceti. It must have been quite difficult to leave you first 
love and throw your hat again in the midst of semipolitical work. 

: — Baxscock. I seem fated to wind up in these semipolitical 
jobs. 

Mr. Fascetzt. Obviously, you must be a top trouble shooter, judging 
from your career, so I would say you are in a good post. We need you. 

Do you have any prepared statement at all that you would like to 
submit to the committee, or do any of your staff members have anything 
to submit ? 

General Bascock. No, Mr. Chairman, I have no prepared state- 
ment. I understand that the committee is interested in the reports sub- 
mitted by the General Accounting Office on MAAG-France. 

Mr. Fascern. That and other matters presently in the operation of 
your shop. 

General Bascock. We got the final report the day before yesterday 
and that was the first time I had seen it. We have been working on it 
and have been trying to prepare ourselves to try to answer any ques- 
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tions that the committee intends to put to us. I would like to say that 
the report is classified “Secret.” If we are going to talk about it, I 
hope that everyone in the room is cleared. My people are. 

Mr. Fasce... We are starting out on an open hearing and hope to 
discuss as much as we possibly can that way. If the subcommittee 
feels that we are getting into an area that we ought to get on the rec- 
ord in executive session, we will do that. Otherwise, we will try to 
stick to discussion of the problem in open hearing. I think we can 
start out, can we not, with a short statement about the operations 
here # 

Why not give the subcommittee here a brief outline of what your 
mission is and your responsibility and duties here? Before you get 
into that, however, who was your predecessor, and how long was he 
here before you got here? 

General Leumi My predecessor was Maj. Gen. C. E. Ryan, of 
the United States Army, who left on the 30th of June. He came 
here February 1956 and then went home and retired. His predecessor 
was Maj. Gen. T. E. DeShazo, and he served from sometime in Feb- 
ruary 1954 to February 1956. 

Mr. Fasce.i. Let us now take Colonel Eisenhart. 

How long have you been with this mission ? 

Colonel E1senuarr. I arrived here in August 1955. I have been 
here a little over 2 years. 

Mr. Fascety. Prior to that what was your assignment? 

Colonel Etsenuart. I attended the Industrial College in Wash- 
ington for 1 year, and prior to that I was in the Air Materiel Com- 
mand at Wright Field, working with the foreign-aid program. 

Mr. Fascetx. Colonel Kern, how long have you been here ? 

Colonel Kern. Mr. Chairman, I arrived here in April of this year 
and assumed my duties as Chief of the Army Section the 1st of July. 

Mr. Fascett. Who was your predecessor ? 

Colonel Kern. Colonel Lang. 

Mr. Fascett. What was your prior assignment, Colonel ? 

Colonel Kern. Assistant Chief of Staff, G-3, 5th Army Headquar- 
ters, in Chicago. 

Mr. Fascetu. Is this your first opportnnity on this type of assign- 
ment ¢ 

Colonel Kern. I served 6 months in Korea as a division adviser in 
the Korean military assistance advisory group. The work was some- 
what different there. I was with the combat element and not at the 
headquarters. 

Mr. Fasceitt. Commander, how about you ? 

Commander Ler. I arrived in MAAG-—France in mid-March of 
1956. 

Mr. Fascetu. Your prior assignment was what ? 

Commander Leg. I was executive officer of the United States Fleet 
Air Defense Training Center, Dam Neck, Virginia Beach, Va. 

Mr. Fascetu. Is this assignment here in France the first such as- 
signment ? 

Commander Ler. Yes, sir; it is. 

General Bascock. Colonel Sternberg ? 

Colonel Srernserc. I arrived the 26th of July 1957, I just beat 
you here by a few weeks. 
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Mr. Fascett. What was your prior assignment ? 

Colonel Srernserc. Continental Headquarters at Fort Monroe, 
Va., as Chief of the Organization Tactics and Doctrine Division of 
the Infantry Section. 

Mr. Fascetz. What significance, if any, should the committee put 
on the fact, General, that an Army man is heading this mission ? 

General Bascock. I think merely, Mr. Chairman, that the French 
Army is the largest and strongest force that France has and that, I 
think, is the only reason for it. They thought that the Army interest 
here was somewhat greater than the other services. France’s con- 
tribution to NATO land forces is probably a little greater than any 
others. I think that is all. 

Mr. Fasceti. Go right ahead now and tell us about your mission 
and responsibilities. 

General Bascock. Briefly, my mission is to administer the military 
aid which is granted to France under the Mutual Defense Security 
Act. It is sdininnineed or given to France to enable it to carry out 
its commitments to NATO in the mutual defense of the free world. 
It is our responsibility to program the aid which France is to receive 
and to deliver that to the French, as well as to inspect, to the best of 
our ability, to see that it is being employed for the purpose for which 
it was intended and to render such assistance to the French as we 
can in the use of the equipment which we furnish them. By that I 
mean to give them advice, based on the experience which we have 
had with that equipment. Much of this equipment is new to the 
French, especially the more modern equipment which is coming over 
now, and we find that we have, through experience, found out a great 
deal about the equipment, how best to use it, how best to take care of 
it, and we try to pass that information on. 

We program our aid to France by taking the force goals which 
the Joint Chiefs of Staff have determined France should work to- 
ward. That is, the ships, planes, guns, and other equipment or units 
which the Joint Chiefs of Staff in the United States Defense Depart- 
ment feel France should have in order to carry out its commitments. 
We always program on a deficiency basis. That is, we program for 
aid which will enable us eventually to fill the deficiencies which exist 
in French forces when balanced against the Joint Chiefs of Staff 
criteria (what they feel France ought ultimately to have), so that 
our request which goes in each year is very much larger than actually 
appropriated for. It is not expected that we will meet those ultimate 
goals immediately. Each year we program to fill up the deficiencies 
which still exist in the French forces, and it comes to a very large 
amount of equipment although a very much smaller amount appears 
in the approved program. 

Next year we program, and subtract from that program what has 
come to us, although we also have to take into account the fact that 
new weapons come into existence and there is a deterioration and, 
therefore, there is a continuing need for aid all the time. 

Mr. Fascexu. This raises a very interesting question. I had not 
realized before, on this last point, something which comes to mind 
about your programing. Each year the full extent of the force ob- 
jectives of the Joint Chiefs of Staff—— 

General Bascock. That is what we program. That is not neces- 
sarily what gets to Congress. 
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Mr. Fasce.u. I understand that, but, if that is true with all other 
country military missions, then I wonder about some of the very 
strong criticism that has been leveled at the military assistance pro- 
gram by the General Accounting Office in their unclassified report. 
I do not know whether you have had the chance to see the overall 
worldwide report on military assistance, but it summarizes the recom- 
mendations and the findings that are made in all of the reports that 
were undertaken country by country, and the country reports are the 
backup for this general, unclassified document. ; 

One of the things they came up with—I will go over this, because 
I do not know if you have had an opportunity to analyze it to that 
extent so we might discuss it—but the General Accounting Office, 
through the Comptroller General, were discussing this matter before 
the Committee on Foreign Affairs in the House of Representatives 
just prior to the issuance of this overall report. There he was talkin 
about programing of military assistance. This goes on and on, an 
he is talking about what an unrealistic job the whole thing is. 

One of the first things he says is: 

* * * Tt appears that the force objectives are not always realistic in terms 
of capabilities of the country concerned * * *. 

He goes on to say that some of the countries have not even reached 
a basic understanding of what they were going to do, if anything, 
and— 

* * * force objectives are not always motivated by military considerations or 
limited to military purposes * * *, 

We understand that all of this had to start in the field and worked 
its way up to top level, but the point I am making is this: If all that 
you do in programing and if all everybody else does in programing is 
to fill up the deficiency necessary to meet the criteria laid down by the 
Joint Chiefs of Staff, the question of the relationship of finances to 
force objectives is a top-level problem and somebody ought to be 
carrying that onus other than the country missions. Do I make my- 
self clear ? 

General Bascock. Yes, sir. Of course, we program against these 
deficiencies, Mr. Chairman, and then we are required to take into 
consideration a number of things, such as the ability of the French 
to support the forces which are programed, to take care of the equip- 
ment or to support the forces for which this equipment is provided, 
and also the French ability to produce equipment to support them- 
selves. That is the basic thing against which we program, the Joint 
Chiefs of Staff force goals. Let us say we want them to have so many 
units. We take that and we subtract from that what we think they 
can take care of themselves. We subtract from that equipment what 
we think they can produce for themselves and so on, and then we come 
up with a final figure. 

Mr. Fasceti. Now I understand better what the variable factor is. 
That means that the country mission does have the responsibility of 
determination for getting a country agreement and understanding 
and, also, determination of capability to meet the force objectives. 
This determines the difference that you will program. General Ac- 
counting Office recommendations and comments make sense at this 
point. 

General Bascock. Yes. 
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Mr. Fascety. By the way, if any of you have any questions at any 
time, jump in and get them on the record. 

Mr. Montgomery ? 

Mr. Monrcomery. We still want to try to keep this in open session. 
General, in connection with your statement that the program is in 
accordance with the force goals laid down by the Joint Chiefs of 
Staff, would you explain in a little more detail the factors which go 
into the ultimate program? You have the Joint Chiefs of Staff force 
goals and you subtract from that, No. 1, what? The country’s assets? 

General Bascocx. Equipment that they have on hand and which 
we think they can make for themselves or ought to be able to make for 
themselves. Then, if we think that the goals cannot be met, the coun- 
try just never will be able to absorb that equipment, we make such a 
recommendation, too, and do not include it in our program. May I 
explain what I mean by that? 

I do not want to get into detail, but let us assume that we have a 
country that is a little on the backward side and that the program calls 
for a certain type of unit which is complicated, a modern type of unit. 
We do not feel that the country is ready yet to absorb that kind of a 
unit, and we would then recommend, or would not program for that, 
and would recommend that we make the necessary recommendations 
to have it either delayed or eliminated. 

Mr. Monteomery. What part does the country MAAG play in the 
determination of Joint Chiefs of Staff force goals? Final recommen- 
dations, or what? 

General Bascock. I would like to ask someone who has been around 
a little longer to answer that. I do not believe we accept to put in 
those recommendations if the JCS force goals include units which we 
do not think that the country can absorb—they are too modern, we 
will say—or they cannot financially take care of the upkeep on it. 
Then we would make a recommendation that it be eliminated. We 
do not, to the best of my knowledge, help the Joint Chiefs of Staff 
make those force goals. 

Mr. Montcomery. For example, if a country’s military mission or 
commitment to NATO were based on X number of divisions and 
our aid goal is to equip those forces, do you recommend to the Joint 
Chiefs of Staff that the aid goals be decreased or increased if you 
think they are unrealistic? 

General Bascocx. May I answer that this way? Before I go on 
Tshould ask, am I getting into ARQ procedure? Is that classified ? 

Commander Ler. No, sir. 

General Bascock. SHAPE or NATO send out an annual review 
questionnaire which they send around to the various countries asking 
them what they intend to furnish to NATO. 

Mr. Fasceti. May I interrupt at this point ? 

What is the relationship between the NATO commitments and the 
force objectives laid down by the Joint Chiefs of Staff ? 

General Bascock. They are very similar, but not necessarily exactly 
the same. 

Mr. Potanp. Which ones, General, would be controlling on your 
operations? 

General Bascock. The Joint Chiefs are controlling. We are get- 
ting awfully close to classified material now. 
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Mr. Fasceiu. All we are trying to do is to determine what is the 
relationship of the military mission to the NATO problem and to the 
administration of the military assistance funds under the mutual se- 
curity program ¢ 

General Bascock. I think that I can explain the difference between 
the JCS force goals and NATO, but I do not think I can do it in an 
open hearing. “I would rather not try. 

Mr. Fascety. You have already answered the question for us 
which points out what the problem is. 

General Bascock. It is not too much of a problem at least from our 
point of view. The report here mentions the fact that there is « 
difference and I think I can explain that difference. I would rather 
not try it though. There is a very good reason for it. 

Mr. Fascett. What is your chain of command? Let us get that 
straight. 

General Bascock. I have only one and that is to EUCOM and 
from EUCOM. That is the United States European Command, 
where you are going this afternoon and through them to the Assist- 
ant Secretary of Defense. The actual man is the Assistant Secretary 
of Defense for International Security Affairs, Mr. Sprague. I have 
a very close relationship with the Embassy because I am a member 
of what is known as the country team, which consists of the Am- 
bassador, the Minister Counselor for the Economic Affairs in the 
Embassy and such other people as the Ambassador may designate, 
and myself. That includes anything which affects the politics or 
economics of the country and that, of. course, includes any important 
thing that I do which must be cleared with the Ambassador. 

Mr. Fascetn. You anticipated my next question. In other words, 
you work very closely ? 

General Bascock. Yes. 

Mr. Fascett. What is your relationship with DEFREPNAMA ? 

General Bascock. We merely exchange information. He has no 
control over my operations, but this review that I spoke of, the ARQ, 
eventually winds up with him. He may have talked about that 
yesterday. 

Mr. Fascetn, DEFREPNAMA is the highest representative of the 
Secretary of Defense in Europe and he also does something else ? 

General Barcock. He is an adviser to Ambassador Perkins who 
is the American representative on the NATO Council. 

Mr. Fascett. What is your relationship with that group, if any? 

General Bancock. None, only with Mr. Haskell in his capacity as 
DEFREPNAMA. That is a regional organization and their closest 
relationship is with EUCOM, United States European Command, 
which is also a regional organization which controls all the MAAG’s 
of Europe. 

Mr. Monrcomery. General, in your programing procedures, which 
I understand you cannot discuss specifically because they are clas- 
sified, is any consideration given to political factors as distinguiehba 
from strictly military f: actors? 

General Bascocx. That is where the country team comes into the 
program. Programing is coordinated very closely with the Embassy. 
They know exactly w hat we are doing and they provide the economic 
guidance to us for our programing. If there are political consider- 
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ations involved they are advanced by the Embassy and our relation- 
ship with the Embassy is such that we take into consideration what po- 
litical considerations the Ambassador or his staff may put forward. 

Mr. Montcomery. Is it correct to say that the primary purpose of 
our military-aid program in any recipient country is to increase the 
military strength of that country ? 

General Bascock. Yes. 

Mr. Monreomery. Yet you say that you take into consideration, in 
your programing, any political factors that might be present ? 

General Bascock. I would take into consideration anything that 
the Ambassador brought forward. I have not actually had to. 

Mr. Monrcomery. That is beside the point, but if there were po- 
litical considerations that would influence you in increasing your pro- 
graming for a particular country, you would do so regardless of their 
relationship to military objectives ! y 

General Bascock. No, sir; I could not go beyond the JCS goals. 
I would not do that. I think < I am talking now completely off- 
the-cuff because this has not happened. I know that I am expected to 
work very closely with the Ambassador and if he felt that it was 
undesirable for political reasons for me to program something at a 
particular time, I would take that into consideration and I would re- 
port it back prior to the time I actually submitted the program. I 
cannot increase a program beyond the JCS force goals. 

Mr. Montcomery. Those force goals are established for the sole 
and only purpose of reaching a particular military objective within 
a country ? 

General Bancocx. That is right. They are for the purpose of pro- 
viding the strength which the “Department of Defense feels that the 
country should have in order to carry out its mission. 

Mr. Monteomery. It is your duty, as the Chief of MAAG operation 
in the country, to see that the equipment furnished pursuant to that 
program is used solely for the military objectives that went into the 
formulation of the JCS force goals? 

General Bascock. It is my duty to see that the aid which is fur- 
nished is used for the purposes for which intended as described in the 
Mutual Security Act. 

Mrs. Harpen. Would the gentleman yield? 

Mr. Monteomery. Yes. 

Mrs. Harpen. General, I am wondering if you would care to com- 
ment on the programing procedures follow ed by MAAG when they 
have reason to believe that the country is not making a maximum con- 
tribution to the mutual defense effort? That would be along the 
lines we are discussing now. 

General Bascocx. When they have reason to believe it is not mak- 
ing a maximum contribution ? 

Mrs. Harven. Yes, if you feel that, say, France is not making a 
maximum contribution to the mutual defense effort, then what would 
your programing procedures be? 

General Bascocx. I have not been through a program yet because 
I have not had once since I have been here, but I understand what I 
would do is this—I would like some of you who have been here longer 
to check me on this—we take these force goals and figure out what is 
needed. Then we take from that what we think the country ought 
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to be able to provide for itself. That is our own estimate, and we sub- 
tract that. If we did not feel that France was contributing all that 
she should, and if we thought that a certain type of equipment was 
lacking in the French forces and could be and ought to be produced by 
the F rench, we would report it as a deficiency in our program, but we 
would not recommend that we buy it for them or give it tothem. We 
do that in a great many cases. 

There is an instance in last year’s program where a very large 
amount of equipment was not recommended by us although it was 
reported. 

Mrs. Harptn. So often we in Congress hear, particularly when we 
are working on appropriations, Wel , these countries are not helping 
themselves as much as they can.’ 

General Bazcocx. It is one of my jobs to see to it that I do the best 
that I can that the country in which I am stationed does the best 
possible. 

Mr. Fascety. General, you have the benefit of the country’s own 
response to what it may contribute ? 

General Bascock. That is the review questionnaire I mentioned. 

Mr. Fascetxi. Then your mission evaluates what they said and you 
make your own determination as to what you think the United States 
position is with respect to any other country’s contribution, and you 
report on that? 

General Bancock. Yes. 

Mr. Fasceti. Supposing there is a considerable variation between 
what a country first submits that it is capable of doing and what the 
military mission thinks, and independent evaluation shows that they 

can do something else? Does this become a matter of discussion and 
negotiation? If so, does the chief of mission carry it out or does the 
Ambassador carry it out? 

General Bascock. Has that ever happened ? 

Perhaps I should first introduce Mr. Vine of the State Department. 
He is from the Economic Division of the Embassy. Mr. Tuthill is his 
boss and he is one of the members of the country team. 

Mr. Vine. Mr. Fascell, when you talk about capabilities, it is around 
this word that the problem really centers, because when we say a coun- 
try is capable, we mean not only capable from the point of being able 
to produce or put into a uniform 

Mr. Fasceti. But desires? 

Mr. Vine. Not only that, but whether the country is able to pay for 
that in addition to its other commitments. This is a problem that 
gives us probably the biggest headaches, to determine whether the 
country is stretching its budget to a limit beyond which, no matter 
what desirable objectiv es there may be, it cannot pay for it whether 
it wants to or not. This is a problem that comes up whenever we have 
the annual review and we are forced to take into serious consideration 
that problem. That is, that they have stretched their budget or 
whether there is more revenue that can be increased or whether some 
other kind of program in the French budget could conceivably be cut 
down so that the military commitments could be increased. 

Mr. Fascett. That seems to me a rather strange consideration to 
be taking into account in arriving at an evaluation ‘of what you expect 
a country to do. In other words, you are not only checking your shoes 











158 GENERAL ACCOUNTING OFFICE IN EUROPE 


outside the door, but you are opening the door to find out if there is 
another pair of shoes inside. 

Mr. Vine. I would not agree with that, Mr. Chairman, because I 
think that one of the prime “tenets of our foreign policy has been, in 
addition to a strong military base, that our 2 world security is 
based largely upon ‘the economic strength of our allies. If there is 
any disproportion, particularly in government expenditures, which 
would tend to weaken the economy of the country involved, we would 
find this just as undesirable as having a lower level of military 
commitments. 

Mr. Fascett. What you are telling us then is that it is the job of 
the country team to evaluate what the country can do actually and 
not what they would like to do? 

Mr. Vine. That is right. 

Mr. Fasceiti. Nor what we would like to have them do? 

Mr. Vine. We can always measure this against what we would 
like to have them do. 

Mr. Fasceti. That is what we measure it against. That is, what 
we would like to have them do? 

Mr. Vine. That is right. 

Mr. Fascetu. This is interesting and I think I might add a little 
divergent comment at this point. There are a lot of people in the 
United States who wish somebody would take the same kind of a look 
at what we are doing. I say this because I have supported all mu- 
tual-security appropriations and Defense Department appropriations, 
and a few others, but we seem to be very, very thorough about finan- 
cial capabilities of other countries with respect to international rela- 
tions, more than we keep hearing in Congress about the same prob- 
lem in the United States. 

General Bascock. Mr. Chairman, I would like to make it clear 
that in my previous discussion I kept talking about what the MAAG 
tried to work out on country capabilities w ith respect to these things 
and I should have made it clear that that is really the country team 
proposition. 

Mr. Fascexu. In other words, a joint effort ? 

General Bazcock. Yes. The economic and political and financial 
considerations are things which I am not in a position to estimate. 
It is the country team that does that. I merely furnish the military 
guidance. 

Mr. Fasceti. You have not given the answer to the question that 
I originally started out with, which is, if you have a differentiation 
between what the country says it can do and what the country team 
says the country can do, what happens from there now ? 

General Bancock. We report it. 

Mr. Fascetnt. We understand now that the country evaluation is 
a country team evaluation rather than an individual MAAG evalua- 
tion. Let us get back to the question now and Mr. Vine can answer 
it, if he wants to. 

Te you have a differentiation between the country team evaluation 
and what the country itself has said it can do or is willing to do, where 
do the negotiations go from there on, to bring those two into line, or 
are they brought into line ? 
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Mr. Vine. I do not think, sir, in recent years, the question has 
cropped up where the F rench effort in toto has ever been found below 
their level of capabiilties. 

Mr. Fascexx. I was not inferring that it was. 

Mr. Vine. As I say, the problem has never cropped up so I could 
not answer it. ‘This situation would only crop up if we were to jointly 
determine that the French military effort was a Ne a level. 

Mr. Fascetx. That is not true. It could be below or above. 

General Bascock. I do not think there would be any problem if it 
were above. 

Mr. Fasceii. It would be if what Mr. Vine has previously said is 
true. It would be if the team has to take into consideration the finan- 
cial condition of the recipient country. You are bound to have a dif- 
ferentiation. What you are saying in effect, Mr. Vine, is that as far 
as France is concerned, whatever they have said they are willing to 
contribute, we have accepted that; is that right? We have accepted 
that heretofore ¢ 

Mr. Vine. We have accepted it after determining that the level has 
been 

Mr. Fascetxi. Adequate, and so forth? 

Mr. Vine. Yes. 

General Bancock. We do not support necessarily all of that if it 
is greater than what the JCS told us. 

Mr. Micur.. General, at your echelon do you consult directly with 

‘French military ? 

General Bascock. Yes. 

Mr. Micner. You do? It does not necessarily go up to the top, 
the Ambassador and so on? 

General Bascock. I and my staff deal with the Ministry of Defense 
and the Minister, where necessary, and the members of my staff, the 
chiefs of my section, have direct access and know well the chiefs of staff 
of their opposite services. 

Mr. Micuen. Then when you get into an area that transcends strictly 
military bounds, I presume that you work through the Ambassador ? 

General Bancock. Yes. Asa matter of fact, I never see the Minister 
of Defense or anybody in the Ministry without notifying the Ambas- 
sador, and telling him what I am going to do and getting his ideas 
before I go over. 

Mr. Micnuer. At what level in the French military establishment 
are you in most frequent contact ? 

General Bancock. With the chiefs of staffs of the services, each 
section chief with the chief of staff of the services. 

Mr. Fasceti. You are in the process now, are you not, of preparing 
a program for the next fiscal submission; is that correct ? 

General Bascock. The next one will be 1960 and we start that this 
fall. 

Mr. Fasceti. When does that begin? There is no guidance on 
that yet? 

General Barcock. That is not out yet. The last guidance was 
1959. 

Mr. Fascetz. Fiscal year 1959? 

General Bascock. That has already gone. 

Mr. Fascetr. Is that finalized or the first submission? 
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General Bascock. No, it has been through our next higher head- 
quarters and it is still in the Department of Defense. 

Colonel Kern. It has not been revised. 

General Barcock. It has not been to the Budget Bureau. 

Mr. Fascett. You were not here when the first submission was 
made by your mission on the 1959 program; is that correct? 

General Bascocr. That is correct. 

Mr. Fascetx. Actually, the first crack that you will get on this 
thing will be on the 1960 program ? 

General Bascocr. That is right. In other words, what I will be 
working on in a few weeks will be something my successor will 
probably handle just as I am now working on handling equipment 
which my predecessor, the two men before me, worked on. 

Mr. Fasceiti. You will have an opportunity to review the 1959 
presentation when it comes back? 

General Bascock. Yes. 

Mr. Fascetxu. I would like to follow up Mr. Montgomery’s line of 
questioning so as to get this clear in my mind. 

I understand fully your responsibility as chief of the mission to 
determine that whatever has been made available under the military 
assistance program to a particular country that it is used for the 
purposes for which it was intended under the law. What I am try- 
ing to determine at this point is what happens when you find out 
that it is not? What do you do about it, if anything? What can 
you do about it, if anything? 

General Bascock. If I found out it were not being used for the 
purposes for which it was intended, the only thing I could do would 
be to report it. 

Mr. Fascetzt. To whom would you report it? 

General Bascockx. The Department of Defense through EUCOM. 
I think that in a case of that sort I would consider that an extremely 
serious matter, and if I came to the conclusion that, in my opinion, it 
was being improperly used, I would go to the Ambassador. I would 
say, “This is taking place and this ought to warrant a message from 
the country team.” 

That message would go back to the Secretary of Defense and state 
the fact, as per instructions, or whatever. 

Mr. Fasceti. However, the country team, in your opinion, would 
undertake to do this? 

General Bascock. As a member of the country team, I can ask the 
country team to do this. 

Mr. Fascetu. If you thought it were serious enough, General, from 
a strictly military viewpoint, would the MAAG mission itself make 
a separate report which would be independent of any political or 
economic considerations that the Embassy may have in mind ? 

General Bascock. I do not believe so, sir. This is a hypothetical 
case. 

You mean a case where I went to the Ambassador and said, “In my 
opinion, equipment was being used improperly or not for the pur- 
poses for which intended,” and I thought the country team should 
make a report? 

Mr. Fascetu. Yes. 

General Bascock. And he said, “I do not believe you ought to do 
that”? 
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Mr. Fascetu. In other words, there are certain factors to take into 
consideration, such as economic, political, and a few other things like 
that. He says, “No, I do not think we ought to do this thing. I do 
not think so.” 

In other words, he wants to submit a report that has a different 
flavor from what you want to submit. 

General Bancock. I would put it this way: I would have the right, 
if I felt it were proper, to submit a report through channels but if 
I ever did such a thing, and that would be an extremely serious 
thing for me to do to go against the representative of the President 
of the United States, if I did such a thing and felt that it was 
serious enough I would give a copy of that to the Ambassador and I 
would inform the people to whom I was reporting that the Ambassa- 
dor did not concur and I would state the reasons. I would say that 
I was making the report that, in my considered judgment, from a 
military point of view, it ought to be made. 

That is hypothetical, Mr. Chairman. 

Mr. Fascety. I understand, but it becomes a very important mat- 
ter if the General Accounting Office indicates that in its general re- 
port they have made out findings that military equipment is not 
being used for the original purposes for which it was intended. That 
problem is going to arise all over the world. 

One of the other points they make is that they have gone into these 
programs and they have determined that it is impossible to separate 
in some cases the political or the military motives for which military 
assistance is being granted. 

I concur wholeheartedly in their conclusion that if you have politi- 
‘al considerations involved it ought to be charged to political money 
and not funnelled through the Department of Defense. I happen to 
believe in this very, very strongly. It is essential not only for the 
Department of Defense but the United States. 

I would rather see military assistance money geared to actual mili- 
tary assistance and not be all mixed up with political considerations 
and economic considerations, pure and simple. I know it is not easy 
to draw the line, but the point I am making is, I want to find out 
from a military man high up, who has the responsibility that you 
have, to determine whether or not he would undertake to make the 
military position known clearly. 

General Bascockx. Absolutely. 

Mr. Fasce.u. Despite the fact that he also has a responsibility at the 
present time to take into consideration political and economic matters. 
That was the only point I had in mind, because this problem has been 
coming to the front, and now that the General Accounting report has 
hit Congress and the Defense Department and the State Department, 
we are going to hear a lot about it next year. In fact, we will hear very, 
very much about it, because their charges here are extremely serious 
that the expenditure of funds has had no relationship to force objec- 
tives and that it has had no relationship to military capabilities. 

It is all so mixed up with politics and economics that you cannot 
tell one from the other. You cannot tell the sheep from the goats. 
Nobody knows whether or not we are meeting our objectives, and there 
is no way to evaluate our whole program. This relates not only to 
country-by-country but worldwide. 
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If that is true, we surely better take a look at our military assistance 
programs. 

This means that if that happens it is going to be necessary for the 
chief of mission in every country, in order to do a little soul searching 
when he starts making up his reports that will be coming up in the 
next 6 or 7 months to the Congress, not only on the 1960 program but 
on the 1959 program. That is ‘the reason T am emphasizing this point. 

I am very happy to hear your own thinking on the subject. That is 
what we are doing, exploring each other’s thinking now. 

Mr. Montcomery. Mr. Chairman, I wonder if at this time it might 
not be beneficial to hear general comments of anyone on the General 
Accounting Office report, keeping it general and out of the classified 
area. 

General Barcock. The only report I have, Mr. Chairman, is the 
secret report. 

Mr. Fascetu. I will tell you how we can get to it. We can do it this 

way: Without relating it to a particular countr y over which you have 
jurisdiction, we can just take the recommendations and discussions 
that appear in the overall unclassified report and discuss them as a 
matter of general interest. 

Here is one of the things that the General Accounting Office found, 
General, on which we would like to have your comments. After point- 
ing out the fact that they believe increased attention should be given 
to the program for military assistance, they go on and make these 
findings and conclusions: 

* * * Tt appears that the force objectives are not always realistic in terms of 
capabilities of the country concerned. Certain countries will probably find it 
difficult or impossible to maintain as effective fighting forces, the units for which 
the United States is providing equipment, even after taking into consideration 
the related economic aid that the United States may provide. We have some 
doubt as to whether sufficient emphasis has been given such factors as country 
defense supply and production facilities and military and civilian personnel re- 
sources that could in the long run determine the success of our efforts to develop 
effective fighting forces in these countries. * * * 

What they are talking about now is the criteria which the country 
team in this case will have to evaluate as to the differential between 
what the country will do and what our objectives are. They are talk- 
ing about emphasis now. 

You have not had an opportunity to get into it, but I would like 
to go back now to Mr. Vine and ask for his comment on whether or 
not this is a general area of concern. We have some doubt as to 
whether sufficient emphasis has been given such factors as country 
defense supply and production facilities and military and civilian 
personnel resources that could in the long run determine the success 
of our efforts. These are all very important factors, are they not? 

Mr. Vine. They are. 

Mr. Fascett. That is, determination of what the country team will 
eventually report on; and if we were to deemphasize one of these 
points, it would have a very strong bearing on what your eventual 
recommendations would be, would it not? 

Mr. Vine. That is very true, sir. When I mentioned before the 
financial, economic, and political considerations taken into account, we 
would, of course, defer immediately to the opinion of the M ‘ AG as 
to what the militar y capabilities of the host countries were. I do not 








GENERAL ACCOUNTING OFFICE IN EUROPE 163 


think any of us would dare offer a comment on whether 3, 4, 5, or 6 
tanks were needed, the military use of the kind of weapons. 

However, when it comes to the total problem, let us say the military 
recommendation is for a program which involves increasing the Armed 
Forces to this and this point. Then it becomes a question of where 
do these materials come from? Who pays for them? Certainly one 
of the first things we do is to take a look at the French possibilities. 
This is one of the things that we are as keen on defending our own 
appropriations as our own Congress is. 

If we determine that the French need these, but they can pay for 
them themselves, if they really needed them that badly, let them go 
to their own Chamber of Deputies and let them get them there. That 
is the first thing we would look 

Secondly, as to where the money is coming from, the question is, 
Where can they be produced? It is quite possible in some cases for 
a particular country to produce a given item, but it may not be able 
to produce it in the most efficient way possible. For example, there 
may be research in a given area going on elsewhere to develop a certain 
prototype. That may all be very w ell, but the expenditure of resources 
for a given country to produce that prototype may be infinitely larger 
in that country than it would be in country Z. To the extent possible, 
we would try to indicate that it would be wiser in the long run to let 
country Z concentrate on this prototype and let the host country con- 
centrate on something else. Let us take this down to concrete examples 
now and not just talk in the abstract. 

[ am not going to use any real illustrations, but in the question of 
tanks, let us say, industrial capability for the production of a given 
series of tanks which exist but which are currently being used for 
civilian production, then it becomes fairly important to know what 
will happen if this production facility is converted to military use 
and the output is subtracted from the total civilian production. 

Mr. Fasceiu. What effect it will have on the civilian economy ? 

Mr. Vine. That is right. This, then, is a judgment that is very 
difficult to make. If the amounts are small, you would not take that 
into consideration, but where it involves conversion of an entire factory 
it may have some distinct repercussions on the entire economy. This 
would be a matter of serious study. 

Mr. Fascen. Lagree with you. I could see a situation, for example, 
where a small country would feel the impact of our assistance, or 
where our military assistance program would dictate the economy of 
the country. That would be a dangerous thing, in my opinion. 

Mr. Vine. This also happens in a well-developed country with the 
military establishment a large factor in the country. 

Mr. Fasceitt. When you take into consideration their own estab- 
lishment ? 

Mr. Vine. That is right. I do not want to go on discussing all day 
the byways of this thing but in essence one has to consider the host 
country’s ability to pay for the military establishment, whatever the 
differences, or goals, may be. 

Mr. Fascrii. How about discussing for a moment then this propo- 
sition wherein they say that— 

* * * force objectives are not always realistic in terms of capabilities of the 
country concerned * * * 


That is what they have said. This is a fantastic report. 





164 GENERAL ACCOUNTING OFFICE IN EUROPE 


Mr. Vine. That is true, but I am afraid I could not discuss this 
except in specifics. 

Mr. Fasceti. We will then have an opportunity to do that because 
these things are very important for our understanding. We will get 
into specifics in executive session. 

General Bascock. Mr. Chairman, I would like to add one thing on 
these factors that Mr. Vine has spoken of. We take into consideration 
all of those things and they are very important and then in addition 
we have, from the purely military point of view, a situation where 
we evaluate the military capability of a country to absorb the aid 
which we have as an ultimate goal and we fr equently will recommend 
delays in delivery of equipment even though it may be approved to 
the country, until the military establishment in the country is ready 
to absorb the particular thing. We have what is known as a time 
phase report which indicates the timing of the thing. We may post- 
pone it until another fiscal year. That is in addition to the economic 
thing. Itis purely military. 

Mr. Fasceiu. Here is one of the statements that was made in this 

overall report— 
* * * Although the United States has negotiated such agreements with pro- 
spective recipients, some countries have not made the contribution to the attain- 
ment of the force objectives contemplated by such agreements by providing 
forces to utilize and maintain the equipment which we provide, even though 
a capability to do so reportedly exists. * * * 

Here, again, in a field of carrying on one’s responsibilities, I wonder 
what your general attitude would be if you were to come across a 
situation of that nature / 

General Baxscock. If I were to come across a situation of that 
nature, I would make a report immediately. 

Mr. Fascetx. Through your own individual channels, or, there, 
again, would this be a report based on the concurrent judgment of 
the State Department and the Defense Department ? 

General Bascock. May I hear that again? They are not providing 
the necessary personnel and equipment to maintain ? 

Mr. Fasce.u. In other words, the United States is providing the 
military assistance; but the recipient country is not providing the 
forces to maintain and utilize the equipment even though it has the 
capability ¢ 

General Bascock. I think my first procedure in a case of that sort 
would be to go over and talk to the country people involved—not 
the country team but the nationals of the country involved, and try 
to talk to them about it. That is, why they were not doing it, and 
see if I could persuade them to do it. That would be the very first 
thing I would do. I would have my people talk to some of the Indians 
down the line and see what we could do. If we actually ran into 
that, I would inform the Ambassador of what I was doing and if I 
got to the point where I just could not make any headway with 
them, I would then go to the Ambassador and ask for a country team 
report back to Washington. 

In the highly unlikely event the Ambassador did not agree to : 
country team message, if I still felt this was extremely import: he, 
I would do what I said I would do before. 

Mr. Fascety. General, we are trying to clear up this problem and 
we realize that everything that is done has to be a joint proposition, 
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but we are trying to establish whether or not you would go to EUCOM 
first in your report, or whether this would be a joint report going to 
Washington through two different channels. 

General Bascocx. I would make ev ery effort to make it a joint 
report. 

Mr. Fascexx. A joint report first ? 

General Bascock. To coordinate my own efforts with the people 
involved, the nationals, and then I would make every effort to make 
a joint report. If I felt that in my judgment this had to go for- 
ward, I would then report to the military channels. 

Mr. Fascett. Again, a copy would go to the Ambassador / 

General Bascock. That is r ight. 

Mr. Potanp. I am wondering, if the chain of command runs through 
to EUCOM, are we to understand that on a matter which involves 
a failure to comply with what seems to be the demand of the situa- 
tion that you would first consult with the country team before you 
go to your own chain of command at EUCOM ? 

General Bascock. Yes; I think I would. It would depend on the 
urgency of the situation. I cannot conceive of a situation of this 
sort that would be urgent. I would talk to the Ambassador, and I 
would try to make the country team report which also goes through 
EUCOM, you know. 

Mr. Potanp, The next question would be, General, in the event 
that the matter demanded military direction, whence would that 
direction come 4 

General Bascock. It would come to me from the Department of 
Defense through EUCOM. They would direct me and the Depart- 
ment of Defense would coordinate with Department of State to the 
extent that they considered it necessary. 

Mr. Potanp. The coordination would be in Washington, or would 
EUCOM here make it ? 

General Bascock. I think it would be in Washington. 

Mr. Fascetn. The next observation there is one that deals with 


policy. While we will not ask you to comment on it, I thought you 
would be interested. 
It says: 


* * * Force objectives are not always motivated by military considerations 
or limited to military purposes. In some cases they may be established for 
such general purposes as orienting a country toward the West with the result 
that the military contribution that some of the country forces that are receiv- 
ing United States support can make is probably of a token nature. Aid for 
such general purposes, even though it is given in the form of deliveries of 
military equipment, should not require the establishment of specific force 
objectives. * * * 

Their primary reason for making that statement is that if you do 
not separate the politics from the military then you lose sight of both 
which I think is a very, very important point. This is obviously a 
top-level consideration for the Department of Defense to decide as to 
how far they are going to go in cooperation with the Department of 
State. 

Then they talk about force objectives being recommended for 
countries in which the primary purpose of the U nited States is the 
securing of base rights for military purposes. That is a quid pro quo 
proposition, and then they go on to point out why they have estab- 
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lished force objectives in those cases. Let us talk about the Army, 
or let us make it realistic, in other words. 

Let us see if there is anything else you can comment on here of a 
general nature. 

One of the comments made here was that force objectives have not 
been refined to such an extent that program officials can determine the 
most urgent or serious equipment deficiencies. I would assume that 
with the caliber of military men that I see before me that you gentle- 
men would have a priority system that could be defended at any time 
before even the Congress. Am I correct in that? 

General Bascock. If it has not been true up to now, it will be. 

Mr. Fasceii. That was the main thing I was getting at, General. 
Do we have any other questions on the overall operations of the MAAG 
group, relationship between it and the State Department, chain of 
command, or general observations, before we go into executive session ? 

Mr. Micuen. This may be slightly afield from that, but having been 
a West Pointer, is the curriculum today much different than what it 
was when you went through West Point? 

General Bascock. At the Academy ? 

Mr. Micuew. Yes. 

General Bascock. I am not familiar in detail with it, but I know 
that the curriculum has changed to some extent. As a matter of 
fact, it started when I was a cadet. General MacArthur was the Su- 
perintendent when I was a cadet and he and General Buckham, I 
think, did a great deal to liberalize the education at the Academy. In 
other words, to try to give cadets the kind of education to enable them 
to move in circles other than purely military and to try to give us an 
understanding of what it is that people outside of the military profes- 
sion are interested in and get us interested in other matters. 

Mr. Micueu. At fe time you went through West Point, was there 
a conditioning or was there any period that would gear you to this 
particular time now Thon you find yourself so ¢ losely akin to politics 
and political considerations or diplomatic considerations ? 

On the floor of the House during discussion of the Defense appro- 
priation bill there was good discussion with respect to the negotiation 
of contracts and the fact that here are gentlemen in the Defense De- 
partment who are negotiating for billions of dollars worth of de- 
fense equipment, but who have had no academic background in that 
field at all, whereas in the business world we are educating individual 
specialists in a particular field. 

I am wondering if we are giving enough attention to that in our 
Academy from the very beginning : as well as in our war colleces? 

General Bascock. I think we are. There has been a tremendous 
increase in the education of the officer since I was a youngster. W est 
Point has become considerably liberalized. I do not know that it is 
so terribly important down there, but it is important as an officer 
proceeds with his schooling that he get instruction in the type of work 
which he is apt to run into as he progresses. As an officer starts up 
the ladder now, he can start specializing more or less in certain fields. 
If an officer is interested in supply work he can get training in that 
sort of thing and I believe now in the Army they are setting up a 
group of logistic experts, officers qualified in logistics, and there they 
are sent to civilian schools to learn business administration. They 








GENERAL ACCOUNTING OFFICE IN EUROPE 167 


go to the industrial college instead of the Army War College and 
they get training along that line. 

I am very glad to see it happen, but like everything else we Ameri- 
cans do, we can go overboard with this thing and I hate to see us 
specialize too much. 

I did not get any training in it at the Academy. Perhaps the school- 
ing that I had before may have helped a little ‘bit but 1 got interested 
in this type of work and I got into it because I was interested in it. 
I made an effort to read and study and I think the best results are 
obtained from the effort the individual himself makes. If we start 
setting up too many schools and have people trained as economists or 
agric ulturists or contract people and things of that sort, we have to get 
an awful lot of people who just want to get out of troop duty and ‘do 
not want to go out in the mud and the rain. We do not want that 
man in the Army. If we find a fellow really interested in it, he will 
make a go and we ought to help that man. T suppose it is the differ- 
ence between the generation of self-made men working it out for them- 
selves and the helping of the next generation to do what you did. 

You do lose when you help them too much. 

Mr. Micuen.. Lappreciate your comments. 

Mr. Fascerx. Would the gentleman yield at this point ? 

Mr. Micnen. Yes. 

Mr. Fascetn. I do not think that my colleague was intimating that 
we ought to have a diplomatic school for military officers. 

General Bazcock. I realize that. 

Mr. Fascexizi. I think perhaps we both had the same thought there, 
that maybe everyone in the military ought to be ex osed at some 

int in his career to the same kind of ‘thing that you had to go through 
five cause you were interested in it. 

General Bascock. I think it would be a good idea. 

Mr. Fasceiy. Just like too much civics in the 11th grade. 

Mr. Micuen. I bring that out somewhat in defense of the military 
because, as I talked to a number of the people back home—we were 
talking about the military-aid program—there is an inclination to 
criticize the military for spending so much here and spending so 
much there, and where one may not have been seletiodialy fitted to 
the job of disbursement of funds in one area or another, I do not think 
we should be too caustic in our criticism. When one is in the military 
and has concentrated on military tactics and military effort and then 
when he gets thrust into a situation like this involuntarily by assign- 
ment, he is supposed to be fully apprised of a country like France, 
industrial potential, what their capabilities are, and it is hard for 
me to say that anyone in the military should be held responsible 
solely as compared to someone in the diplomatic corps who has prob- 
ably cone ae in that field as to what France’s capabilities are. 

Mr. Fascetn. Can I volunteer a remark ? 

Mr. Micwet. Yes. 

Mr. Fascetxi. That is the reason he is a general. 

General Bancock. The answer there is the country team. If I were 
to try to evaluate France’s economic, political, and social conditions 
by myself, or with my own staff, I would fall flat on my face. That is 
the main reason for this country team. That is why I depend on it. 
When I say “depend on it,” I mean that T am a member of it. In my 
field, I depend on it and they depend on me for the military part of it. 
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I would just like to say that I have only been here 2 months but the 
relationships here of the MAAG are magnificent. I have never had 
such fine working relationships with any group. 

Mr. May. How are your relationships with the French leaders with 
whom you come into contact 2 

General Bazcock. They have been fine. I have not had an opportu- 
nity to meet all of them, but I have been around a little bit. 

Mr. May. Is there any reaction from those of you who have been 
here longer as to any irritations or problems that are monumental 
in impor tance that might be mentioned ? 

General Bancock. From my point of view, there is nothing serious 
at all. Some of these officers have been here longer and if you would 
like to answer that, go ahead. 

Colonel Esennarr. During the Suez crisis, our relationships— 
especially for the Air Force—were better with the military than with 
some of the civilian components. I think they realized that we knew 
their problem and what they were faced with. We had no problem 
with them at all on that. 

Mr. May. Perhaps we are going a little far afield here, but, over 
on the other side, we have heard a lot about how we ought to with- 
draw a lot of our people and troops and what have you, because of the 
reaction of countries such as Formosa and Japan. Is there anything 
like that apparent here in France, reactions, perhaps, on the part of 
the people that we are not being welcomed as cordially as we might 
be tae the number of years we have been here? 

General Barncock. We are a small group here and we do not have 
anything to do with the troops that are stationed here in France. We 
wear civilian clothes almost all the time and we do not come in contact 
with those people that way. I have seen no evidence of disagreeable 
feelings. There is a Communist element in France, of course, and 
you see things written on the walls, occasionally, but our group has 
had no difficulty whatsoever that I know of, or not since I have been 
here. 

I would like as a former division commander in Germany to say 
that the relationships up there are excellent. There are people who 
do not like to see soldiers in a country. That would be true anywhere, 
but, in a country that was an occupied country at one time, the same 
troops are staying on and they have really accepted us there as allies. 
We had excellent relationships. I knew all of the mayors, about 50 
of them in my area, and I knew an awful lot of German people, and 
so did my officers and men. We had very good relationships and we 
did not have any incidents during the time I was there. We had one or 
two incidents down in the south, but we had no trouble in our area at 
all. Allthat has been cleared up. General Clark has done a wonderful 
job in establishing good relations with the Germans. He has done 
it on the basis of treating them as equals and not as an occupied 
people, and expecting them to treat us in the same way as guests. 
I think it has worked out extremely well. If you go to Germany, 
I think you will be extremely pleased at what you see. 

Mr. May. I assumed that your operations here with MAAG are 
understood by the Chamber of Deputies as a whole? 

General Bascocx. I do not know whether I can answer that. What 
do you think about that, Mr. Vine? 
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Mr. Vine. If I may go off the record ? 

Mr. Fascerz. All right. 

(Discussion off the record.) 

Mr. Vine. I have never seen any criticism whatsoever of this facet 
of our Government’s operations. I would say that whenever a debate 
is taking place in the Chamber of Deputies on the larger measures of 
American forces in France and French aid—that is, American aid 
to France—the Chamber of Deputies has shown not only remarkable 
understanding but a great deal of appreciation for our efforts. 

Mr. May. In other wor ds, you think our public relations are pretty 
good, as far as France is concerned ? 

Mr. Vine. That is a little difficult to answer, because the French, 
by and large, are people who are extremely proud of their nationality, 
their history, and their culture. I think that when one speaks of the 
French one never talks about how much they like foreigners. They 
do not like any foreigners. I think it is a case of degree. I think we 
fall at the top end of this scale. I think we are disliked less than any 
other foreign group. I do not want to be misunderstood on this. I do 
not mean this in a snide fashion, but I think that the Frenchman, 
as a general rule, is less receptive to foreigners than any other national 
group I have ever come in contact with. 

General Bascock. May I make a statement there? My contacts 
have been primarily with the military, and I find there something 
which I think is a great deal more important than friendship. I am 
speaking only from my own personal point of view. They respect 
us tremendously, the French military. They have great respect for 
our military, and our relationships with them are awfully good. 
I think they have tremendous respect for us, and I think that that 
is very important. 

Mr. May. It certainly is. When you are going about your tasks 
on the more technical side of your operations, is the story of what 
you are doing told, at times, as well as getting their appreciation for 
what you are doing just through your efforts? Do you try to high- 
light important things that you feel you are accomplishing, so that 
they get a picture besides what they learn in the normal routine of 
your operations in working with them? Is there a public-relations 
approach to it as well as the technical side? 

General Bancock. You better make a comment on that. I have 
some ideas for the future, but you tell them. 

Colonel Esennartr. The best salesmen for the United States are 
those people of the military forces who go to the United States for 
traintmg. Unfortunately, not many Frenchmen have gone there. 
We have trained almost 1,300 pilots in the United States, and many 
technicians. All of those people that come back here and are then 
integrated spread out in the armed forces and they are our best sales- 
men. Those people have done a really fine job. The indirect benefits 
of fhis training are probably more than the direct benefits. 

Mr. Micnet. Would the gentleman yield? 

Mr. May. Yes. 

Mr. Micuer. What percentage of the French budget is for defense ? 

Colonel Exsenuart. It has averaged between 9 and 10 percent of 


their gross national product or overall budget. Defense is around 
15 or 20. 
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General Bascock. For 1957, the military expenditures were 29.5 
percent of all Government spending. That was 9 percent of the 
gross national product. That is estimated for 1957. 

Mr. Micuxx. In the United States we are spending about twice as 
much of a percentage of our budget for defense as is France. Is that 
taken into consideration when we are determining their capabilities 
and potential as to what they might do? 

Mr. Vine. It certainly is. I think the point that you have made 
as the percentage of the total budgetary spending 
is concerned—I think France rates the highest of all of the countries 
of the world outside of the United States. 

Mr. Fascexti. You are talking about percentages against the budget ? 
You could probably make the same statement if you took percentages 
as against gross national product. If you relate percentages in the 
United States to the total budget, you get an entirely different picture 
than you do if you relate a military part of the budget to the gross 
national product of the United States ? 

Mr. Vine. That is true. I think both relationships fall in the same 

category. Budgetary spending in France is a much larger part of 
the gross national product, I think. It is a larger part of the gross 
national product than it is in the United States. It works out that 
the percentage of the gross national product and the relationship of 
defense spending to the total Government spending is also the highest. 
I want to make one point clear here: The figure that we use includes 
some items not included in the budget. I do not want to get into a 
complex discussion of that, but a good many extrabudgetary expendi- 
tures are in here. 

Mr. Potanp. When you say “total Government expenditures,” does 
that mean what we would call Federal expenditures or does it include 
local expenditures, like police? I do not know how it is organized 
in France. 

Mr. Vine. It includes all Federal expenditures but the Federal 
expenditures in France include many expenditures that would be local 
in the United States. 

Mr. Potanp. Police, schools, and roads ? 

Mr. Vine. To a large extent, police budgets, schoo] budgets, and 
road budgets. The incidence of this on the national budget would 
be much higher than it is in the United States. 

Mr. Micuen. Would you say that the Chamber of Deputies is 
fully aware of our contribution to France’s defense effort and do they 
realize that it is mutual ? 

Mr. Vine. Yes; I would say it is fully cognizant. 

Mr. Micuex. More important, would you say that the French 
people are fully aware of what our contribution is? 

Mr. Vine. I think there is no question about that. 

Mr. Micue. That is all, Mr. Chairman. 

Mr. Fascetxi. I do not know that I would be quite as positive as 
you, Mr. Vine, in that last statement. I cannot really argue with 
you about it since you have been here and I have been in the United 
States. 

Mr. Vine. The question raised was whether the French people, as 
a whole, are cognizant of the American contribution to France. I 
do not think there is any question. I am not saying they are showing 
gratitude. 
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Mr. Fascexi. I agree with you that these are factors that we have 
to change our thinking on in the United States in relation to this 
program, gratitude and fr iendship. Iam afraid that too many people 
get the idea that we are buying friends when we are not buying friends 
at all. 

Mr. May. Did I gather that you have some ideas that you are going 
to try to promote here? You said that you have some ideas for the 
future. 

Mr. Fascetn. The same thought flashed through my mind. We are 
going to be back here someday soon and I would like to find out about 
relationships then when the general gets through stomping around. 

General Bancock. I do not mean to imply 

Mr. Fasceri. I know that you did not, but the thought flashed 
through my mind. 

General Bancock. I have some ideas and they have only gone around 
in my own head and I would like to talk about them ‘with my own 
people before I put them out. I think it would be rather impertinent 
now to discuss them at this time. 

Mr. Fascei.. One very important question has been suggested to us 
here. What is your opinion about the General Accounting Office 
recommendation that the military assistance program be programed 
on a long-range basis rather than on a year-to-year basis? 

General Bancock. Speaking without too much experience and pure- 
ly from my own point of view—— 

Mr. Fascert. We understand that you will have the opportunity 
to modify your thinking as the days go by. 

General Bascock. Yes, as the days go by. I do not know how fezs- 
ible it is and I do not know just how far ahead the people in Wash- 
ington can think, but that was not meant exactly as the words were 
said and there is no overtone. That is, how far is it possible to 
think ahead because the situation changes so rapidly. The interna- 
tional situation changes so rapidly. The types of weapons which can 
be made available ch: ange. It becomes possible, as time goes on, to 
make things available to countries we were not able to make available 
a few years ago and I do not know just how far we can think ahead 
in terms of modernizing some of these armies, navies, and air forces 
throughout the world. If it were possible to think in long-range 
goals, I think it would help tremendously. I think it would help me 
in my job, and I am sure it would help the country involved because 
it would know what it was wor king toward, and I think it would help 
tremendously to sell the idea to our own people at home if they knew 
what the ultimate, long-range program was and if they could think 
in terms of it being a long-range program. The President has stated, 
and it is the policy of the United States, that aid to the countries 
which are allied with us is essential. If it is essential, then it is some- 
thing that we must do and it is not something that we are going to 
do this year and cut out next year or cut out 2 2 years from now. We 
are going to do it as long as it is essential. If it is not essential, 
then I question whether we should do it, but if it is considered essen- 
tial, I think our people ought to think in terms of it being a long- 
range program, and that it is going to cost a great deal. 

Mr. Micnet. General, is that not, then, an admission that we are 
committed to an infinite program of military assistance for an indefi- 
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nite period of time? You see, the thing that concerns me particularly 
with recognizing the advantage to a long-range program is the fact that 
we speak in static figures for X number of years. What would the 
psychological effect be if our military assistance were tapered down 
for a period of years? 

General Bascock. You mean on the people involved ? 

Mr. Micuet. Yes; over here. 

General Bascock. I think it would have a serious effect on them. I 
think it would have a serious effect on NATO. Here is the way I 
think we ought to go about this thing: I think we ought to take a good 
look at what the countries whom we are now aiding would look like 
if aid ended. 

Mr. Micuen. Today? 

General Bascock. If aid ended today or at a certain point in the 
future, and we ought to then, at the highest level, make a decision 
as to whether or not that is acceptable to the United States from the 
military and political point of view. If it is acceptable, then I think we 
should work toward it. If it is not acceptable, I think we should tell 
the Congress and the people that it is not going to be acceptable and 
that a certain level must be maintained, and then let us just be honest 
about it. We are going to have to maintain that as long as the threat 
exists. 

I think this whole answer would help a great many people. People 
have asked me when can aid end, and my answer is whenever proper 
authorities in the United States are willing to accept, in the case of a 
country like France, the contribution France can make without aid. 
If we can accept that, let us do it as soon as we can. If we cannot 
accept it, let us recognize it and stop talking about ending aid, but 
face the facts. 

Just on my own and in anticipation of future questions of this sort, 
Tam now making a study to try to determine as best we can—it is going 
to be an educated guess—what the French would look like if we ended 
aid and tried to figure out, let us say, the 1960 program, or something 
like that. Then Washington will have information on which to base 
this tremendously important decision which I think we ought to have 
go to the President. Then, when that decision is made, I think we 
should go to the people and say we cannot afford to give up aid. Our 
allies will be able to contribute sufficiently to enable us, the free world, 
to carry out our mission, or we can accept what is going to happen, 
taking into account the psychological effect on these countries and the 
fact that they are going to lose a lot of their enthusiasm, perhaps, for 
NATO if this aid is cut out, because of the feeling of weakness pro- 
duced. We can either say, Yes; we will accept it and cut out aid and 
go to the Congress and say that by such-and-such a time we will cut 
out aid, or we can say that we are sorry and we have to face it. 
Whether that is the view of my colleagues or my superiors I do not 
know. It is purely my own thinking. 

Mr. Fascerx. General, I think that you find a great deal of con- 
currence in the executive branch and outside of the executive branch 
and in the legislative branch on the ideas that you have just dis- 
cussed. We started out here last year with all kinds of agonizing 
reappraisals of our mutual-security program, in all of its aspects. 
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In one year we got more reports than had been made in the whole 
history of the United States on international affairs. In fact, we 
got so many that now we are going to have a committee to reorganize 
what we have studied. Certainly, basically what we are going to 
need is a type of internal appraisal that you are discussing with 
recommendations from the top as to what realistically is the picture. 
The big assist is being made on this same point by the General 
Accounting Office because they are engaged in a worldwide survey of 
the entire program. As I read their report, they keep emphasizing 
over and over again a realist approach, facing-the-facts type of 
thing, to this whole problem. 

Do we have any other questions before we go into executive 
session ? 

Mrs. Harpen. General, how many members do you have on your 
staff ? 

General Bazscock. Altogether ? 

Mrs. Harpen. Yes. 

General Baxscock. I have 117. 

Mrs. Harpen. How many of those are women ? 

Colonel Sternserc. Offhand, I would say 25. 

Colonel Ersennart. Secretaries and stenographers. 

Mrs. Harpen. Do you have any Wacs or Waves? 

General Bascock. No 

Mrs. Harpen. Thank you. 

Mr. Fascett. Do any of the staff have questions? 

General, speaking for myself, and I have not seen the reports deal- 
ing with the subject matter here, but you have had only 2 months at 
this job and I hope that I have the opportunity in a short time to 
come back and take a look at what General Babcock and his staff 
have been able to do. I keep getting the feeling all morning long 
that there will be tremendous improvements as a result of whatever 
problems you may be faced with. I trust that you will get a kind 
reception from your superiors. 

General Bascock. Thank you, Mr. Chairman. 

I found this MAAG in very good shape. I do not want to leave 
the impression that they need any improvement at all. 

Mr. Fascetz. I understand. 

I think at this point we had better get into some specific details. 
I can vouch for all of my people here, General. 

General Bascock. I can vouch for my people, too. 

(Whereupon, the committee went into executive session.) 
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(A Review of GAO Activities in Connection With Certain 
Federal Expenditure, Procurement, and Inventory Practices 
in Europe) 


MONDAY, SEPTEMBER 9, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON EXECUTIVE AND LEGISLATIVE REORGAN- 
IZATION OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Keysign House, London, England. 

The subcommittee met at 10 a. m., Keysign House, 429 Oxford 
Street, London, England, Hon. Dante B. Fascell (acting chairman), 
presiding. 

Present : Representatives Harden, Michel, and May. 

Also present: Christine Ray Davis, staff director; Orville S. 
Poland, general counsel; Orville J. Montgomery, associate counsel ; 
John W. McGarry, assistant counsel; John R. Buckley, staff member ; 
and John P. Carlson, minority counsel. 

Mr. Fasceiu., The meeting will come to order. 

We will now proceed with hearing from the MAAG group in the 
United Kingdom. 

This is a meeting of the Subcommittee on Executive and Legislative 
Reorganization of the House Committee on Government Operations 
meeting in open session in London on Monday, September 9, 1957. 

The primary purpose of our mission is to go into a field of inquiry 
on any matters within the jurisdiction of the General Accounting 
Office. One of the primary fields of inquiry is the military assistance 
advisory group. 

We have with us today Maj. Gen. Ernest Moore and his staff. 

At this time, we will be pleased to hear from them. 


STATEMENT OF MAJ. GEN. ERNEST MOORE, CHIEF, MAAG, UNITED 
KINGDOM 


General Moore. Thank you very much. I will be very brief, Mr. 
Chairman. 

I wear two hats. I am in command of the Third Air Force here, 
which has command of all American Air Forces located in England 
and the United Kingdom. In addition, I am responsible for all nego- 
tiations with the British pertaining to American Forces located here. 
With the other hat, I am Chief of the MAAG, United Kingdom. 

I think this is a reasonable setup because I am pretty well informed 
on what goes on within the entire area. 
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Our briefing this morning, as you know, will be very short and to 
the point, and we will reserve time for the question period into those 
areas which have a degree of classification and which may require 
some members here to be excused. We have no control over classifica- 
tion, as you know, sir. 

I believe that here in the United Kingdom we are fortunate in that 
this particular MAAG devotes its efforts toward the military aspects 
purely and simply. How those tie in with the political and economic 
aspects is not our problem. I may say from my brief experience here, 
and what I am told by my chiefs, that the military view which we 
forward has been well received and has never been altered by our 
political or economic people. 

This morning I will turn this session over to my Deputy, Colonel 
King, who will introduce the various chiefs. 

Congressmen, I will have to ask to be excused quite early because I 
have to be down at the Air Ministry this morning on a status-of-forces 
agreement which I have to handle with my left hand, and I have to 
leave and go to Germany tonight and then come back at 2 o’clock in 
the morning. 

Thank you very much. Youare very welcome here. 

Mr. Fascetz. Thank you, General. 

We appreciate the fact that you are extremely busy and I want to 
express, on behalf of myself and the rest of the members of the com- 
mittee, our thanks for your taking the time to open this hearing for us, 
Any time you desire to leave, go right ahead with your business be- 
cause we know you have plenty of it. 


STATEMENT OF COL. VICTOR H. KING, DEPUTY CHIEF, MAAG, 
UNITED KINGDOM 


Colonel Kine. Congressman Fascell and members of the committee, 
as Deputy Chief of the MAAG, I sit here and try to keep General 
Moore from having any more worries than necessary because he is a 
very busy man. Nevertheless, General Moore does find time—I do 
not know how—to keep us well up on the policies that we are to follow 
and he is very familiar with everything that we do. He comes down 
here often enough to do that. 

I want to show you the organization of the MAAG-UK. There is 
nothing peculiar about it except that, in short, it indicates at a glance 
what has happened. We have had an authorization of 73 at our high 
point. We have an authorization today of 22. We have 23 aboard, 
indicated by the tabs, either showing a picture or the ones in brown 
that have not yet had their pictures taken. You can see the white 
spaces there. That reduction had come about as a result of topside 
direction. We now have 23 people aboard and we are losing 1, so 
we will be down to 22 in short order. 

MAAG-UK is the same essentially as any MAAG. I will not 
belabor this chart because I know you have already been briefed on 
this. I think there is nothing particular to talk about except to say 
that one way or another we are involved in all these aspects of our 
overall mission, although in various degrees. For example, equip- 
ment programing and implementation is somewhat curtailed due to 
the fact that the program overall has been curtailed. Let us say it 
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has reached a standstill. However, we have increased emphasis on 
training programs due to 2 or 3 new items of equipment going into 
the service in Great Britain. Requisitioning is somewhat curtailed 
and receipt and turnover are still going on because there is much of 
the program that is still being delivered. 

As to technical and other services, this element of our mission has 
increased. In fact, I might say it has increased by leaps and bounds 
in the last 6 or 8 months. 

With our reduced staff we find ourselves extremely busy providing 
technical and other advice to the United Kingdom forces. This is 
largely due to increased emphasis in the missile program. Surveil- 
lance of country capabilities and performance, that has and always 
will be an important one. The military guidance for United States 
country team consideration of production and OSP, that also remains 
an important one. 

Mr. Fascetx. It proves that somebody’s judgment was correct in 
the advisability of maintaining a military assistance group in a 
country even though your personnel reduction went from 73 to 22. 
You can see the possibilities where you might have to increase your 
personnel, is that what you are telling us? 

Colonel Kine. From our point of view, sitting here in the MAAG, 
we do not profess to know all of the answers by any means, but we 
have consistently recommended to our higher headquarters that they 
take a longer look at the advisability of disestablishing MAAG al- 
together. That was at a time back in a period when we were under 
instructions to disestablish. Bearing in mind that we would go in 
whatever direction we were told, we were not fighting the problem 
but merely pointed out that certain things were creeping into it to 
make it advisable to take a look at it. 

The minute the new look was taken, we were given a reduced 
amount of work in the sense of terms of reference and 22 people to 
do it with. 

Mr. Fascerx. In other words, your problem went from program- 
ing over to other problems, such as the utilization of end items and 
the giving of technical advice? 

Colonel Kine. Yes, sir. 

We have not gotten rid of programing altogether either. Although 
programing in the sense of a new aid program that is approved by 
Congress in so many dollars for the United Kingdom, that program- 
ing, yes. We say that has disappeared or, rather, leveled off. In the 
sense of changes within a program, which sometimes cause you more 
work than the new program itself, such as switching the planned 
money over to other things—the missile program or the introduction 
of missiles in the Army—those things are reprograming actions; 
there is no question about it, even though it is within the same total 
amount of money. 

As I say, the people at the topside and all the way down did take 
another look at the whole thing and did give us an extenuation of our 
job, shall we say, for how long nobody knows. We are on the same 
footing now as any other MAAG. As far as the 22 people are con- 
cerned, that is not our busines here whether we need 22, 52 or 10. We 
can only say this is our workload and present our problem topside. At 
the present time, we are making the grade. 
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Mr. Fascetx. If you can present your problem to us, perhaps we 
may be able to say it for you, if you cannot. 

Colonel Kine. Whatever conclusion you form is up to you. 

As far as what we have already put on the record, there is no 
secret at all that we have already recommended to our headquarters 
and they, in turn, have recommended topside, a small increase, very 
small. 

Mr. Fascett., As we go along, if you could outline with specificity 
the problem areas with respect to the need for personnel, perhaps 
that would give us a better understanding of it. 

Colonel Krva. Particularly with regard to the Army 

Mr. Fasceix. Before you get onto the next thing, the general made 
one statement which I am sure interested all the members of the sub- 
committee. In fact, I know I was very pleased to hear it. I refer 
to his statement that as far as this military group was concerned, they 
had strictly military considerations in mind and that is the w ay the 
program went forward. At what point in the work effort did politi- 

cal and economic factors come into the discussion ¢ 

Colonel Kine. They come into the discussion usually quite early 
because almost all of the work we do here within the MAAG is done 
within the country so that when we have a problem that involves 
military aid, it invariably will have implications upon the economics 
too. Therefore, the country team goes into a session, either formally 
or informally, where there is complete agreement and all recommen- 
dations go forward asa country-team message. 

Mr. Fascetn. When they are not? 

Colonel Krxe. When there is no complete agreement, disagree- 
ments are spelled out. We have had only one case in which the 
country team had a split opinion, That was clearly pointed out in 
the wire that went forward, the fact that the MAAG—United King- 
dom, looking at it from a purely military point of view, had to go 
on record as saying thus. 

You are quite right, and as the general pointed out, we have ex- 
ceptionally good relationships. We have had exceptionally good re- 
lationships in that everything that we have done that they have asked 
us—for instance when I say “they,” I am talking about the United 
States Embassy here—they ask us to state the military opinion and 
they respect it. They have never attempted to get us to change that 
military opinion. If, by the same token, they tell us that there are 
certain economic and political considerations to put into the paper, 
we say, “If you so identify it, we have no objection.’ 

Mr. F'asceL.. I think that is a very fine record. There has been 
only one major disagreement that had to be submitted up the line? 

Colonel Kix. That was clearly understood by both sides of the 
family. It was one of the things that had to be decided top level. 

Mr. Fascexu. I infer from this then that as far as the military 
reaching an agreement is concerned, they are satisfied in their opera- 
tions here, since 1952, that the military considerations have been pri- 
marily met by the program ? 

Colonel Kine. That is a slightly difficult question. I could not 
say 








Mr. Fascext, I do not mean that all force objectives have been met. 
T did not mean that at all. What I meant was, and what you sub- 
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mitted as a priority military consideration, that you have gotten a 
fair shake when the State Department applied its factors to it. Is 
that a fair statement ? 

General Moore. I would say that it vent up the line, Congress- 
man. From our point of view, at this level it was clearly stated. 
What came out from that in many cases, I think, was different, but 
that is not the fault of the local setup. 

Mr. Fascex. In other words, considerations beyond this point 
crept into it which may or may not have met your approval 

Colonel Kine. That we have to state. 

Mr. Fasceii. As far as your local operations are concerned here, 
you have completely satisfactory and excellent relations ? 

General Moore. That is not only the opinion of my immediate 
staff—I have been here less than 2 months—but my immediate staff 
tells me this and my predecessors told me this. My personal reaction 
to date has been that. 

Mr. Fascett. You are the deputy chief of mission ? 

Colonel Kina. Yes. 

Mr. Fasceii. How long have you been here ? 

Colonel Kine. Since the first of October. 

Mr. Fasceti. Who was your predecessor ? 

Colonel Kine. They did not have a deputy, as such, before my 
time, because they had a full-time MAAG Chief then. It was Gen- 
eral Steele. Prior to him General Gerhardt and General Spry. In 
each case they had a two-star general who was the MAAG Chief sit- 
ting here. This isa slightly unique setup. 

Mr. Fasceti. You have General Moore? 

Colonel Kine. He wears two hats. At the time we were going out 
of business altogether, the point was that many of the residual func- 
tions would be going to the 3d Air Foree at that time. However, 
this thing worked so well and has so many obvious advantages, it 
has been continued. 

It was at that time that they decided to put a deputy in here to keep 
the show rolling around here while he could wear the two hats. 

Mr. Fascetu. It makes sense to me. 

General Moore. It is a saving, anyway. 

Colonel Kine. I might say that he is not charged to the 22. That 
is one saving right there. He is charged to the 3d Air Force, so we 
gained one man there. As a matter of fact, Mr. Tank, representing 
the other half of the country team except for the Ambassador who 
heads up the country team, he is here. I can say this even though 
he were not in the room. I am not saying this to Marty Tank, he 
knows it, and he is a human being, but we see eye to eye and are 
willing to see each other’s viewpoint ; is that right ? 

Mr. Tanx. That is correct. I was about to say something but 
I thought better of it. Since this is the opinion of the MAAG, it 
did not seem proper for me to say anything. 

Mr. Fascetit. Why not? 

Mr. Tank. I think that is perfectly true. On every problem of 
mutual concern, we sit down and thrash out a message to show what 
we think about it. When we do have some disagreements, we talk 
about those as is often the case. Many disagreements arise because 
you misunderstand what the other fellow is saying and when you 











180 GENERAL ACCOUNTING OFFICE IN EUROPE 


talk about it a little bit you find out you do not disagree with him at 
all. I think that by and large, it has been a very easy relationship. 
No great disagreements of any kind have come up. 

Colonel Krnea. I can further state also that the MAAG Chief is 
invited and can attend each of the Ambassador’s meetings. There is 
the Wednesday morning one, which is a small group with his top 
people, and then the Friday one, where General Moore, when he is 
unable to attend and quite frequently that is the case, the Embassy 
always lets me attend. There is no attempt at all on their part to keep 
anything from us or we from them in these relationships. 

As far as the overall program itself, though, this chart happens 
to have a little mark down here, “Confidential,” but it has now been 
cleared. I can give you the overall figures. 

The chart speaks for itself insofar as the total program is concerned 
or insofar as the Army, Navy, and Air Force are concerned. We 
started business in 1950. The value of the dollars put into the pro- 
gram in MAAG-United Kingdom—this is just the military aid pro- 
gram—reached a total of over $970 million. It has dropped off 
slightly for reasons which the other sections will explain as we go 
through this quickly. This is value of deliveries. There is a very 
small gap and that is largely, as you know, tied up now in one partic- 
ular weapon. This does not mean a program actually was a smooth 
curve like this [indicating]. It had its upsand downs. Wesmoothed 
it out for the presentation. 

This is the natural lag [indicating]. There is no problem involved 
in this at all. The fact that this lag occurred is completely under- 
standable, particularly in the aircraft program where there is a long 
delivery time. 

Any questions? 

Mr. Fasceti. No, except to comment that your rate of delivery in 
the last 3 years shows that on your objectives you seem to be really 
catching up fast. 

Colonel Kine. Yes, sir. 

Mr. Fascety. Will there be a spread between those two lines not 
evident as you extend this modernization program ? 

Colonel Kine. There will be a spread here for the time being. That 
will be shown in the Air Force portion of it. Until such time as we 
actually have certain things on board, this gap will not have been 
spent. It will have been obligated but not delivered. 

Mr. Fascrrtxu. If any of you members want to ask any questions, 
go right ahead. 

Colonel Kina. Yes, sir. We have no feeling at all that way. Any- 
time you want to ask questions, go ahead. 

We consider this as a very open, informal session. 

At this time, rather than my doing all of the talking, I want to 
introduce the three section chiefs. 

We will take them in the order of senior service rather than rank. 

The first one is Lt. Col. John R. Bailey, Jr., who will give the 
Army portion of the briefing. 

Col. R. W. Keyes is actually the Army Chief but so newly arrived 
that Colonel Bailey will give the briefing. 
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STATEMENT OF LT. COL. JOHN R. BAILEY, JR., EXECUTIVE OFFICER, 
ARMY SECTION, MAAG, UNITED KINGDOM 


Colonel Battey. Congressman Fascell and ladies and gentlemen, 
I will try to be brief this morning. What I propose to do is to give 
you some idea of what the military-assistance program has meant to 
the British Army since 1950 and then to finish up by telling you what 
we are doing today. 

The Army section, at the present time, is comprised of 4 officers 
and 1 noncommissioned officer. This is a very small section. When 
MAP started in 1950, the British Army was a bit disorganized after 
the phase-down after World War II and was poorly equipped. They 
had not kept up with modernizing their various types of army equip- 
ment so that the big job, the job ‘of the first magnitude, has been the 
satisfying of these equipment deficiencies in the British Army that 
they were not able todo on their own. They did not have the facilities 
or did not have the money. 

Specifically, the British Army was short of modern artillery. It 
lacked mobility because it did not have certain larger types of trucks. 
It lacked antitank capability and it did not have certain modern 
communications and electronics equipment. The Army program has 
satisfied this to a very small degree, dollarwise—the program to date 
stands at about $180 million. But we have satisfied those specific 
deficiencies and given them modern 155-millimeter howitzers and guns ; 
we have given them modern communications and electronics equip- 
ment as well as radar and predictors for antiaircraft use; we have 
given them 3.5-inch rocket launchers or bazookas. Since the delivery 
of the bazookas, they have - in their own manufacturing facilities 
to make their own bazookas. We have given them large trucks. 

Mr. Fasceti. Excuse me. At this point, did they have facilities 
for that at the time of our original deliveries ? 

Were they used for some other purpose / 

Colonel Battey. They had not set up facilities. It would have 
peen a matter of years to have established the production line and 
started to turn these things out. 

Mr. Fascett. We gave them the incentive and now they are able 
to produce their own / 

Colonel Battry. We gave them the hardware so that in a short 
time they possessed an antitank capability. 

Along with this materiel program, and, by the way, we did not 
give them major items by themselves, but we also gave them spare 
parts because after World War II they possessed quantities of these 
things, like trucks, which we had given them cei lend-lease but 
which were unserviceable. 

We gave them spare parts so that they could rebuild in their own 
factories, but between certain major items and spare parts, we satis- 
fied these equipment deficiencies in the British forces committed to 
NATO. Besides this materiel program, we had a very small training 
program through the years by sending outstanding British officers 
and enlisted men to United States schools in the States and to 
United States Army, Europe. schools in Germany. We thus took care 
of bringing some of their technicians up to date in the fields of train- 
ing Ww here the British do not possess the capabilities themselves. 
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Mr. Fascrti. Excuse me. You did say 105 shells, did you not? 

Colonel Bamgey. One-five-five guns and howitzers. 

Mr. Fasceiy. Is any part of this report EU-135-2 submitted ? 

Is that a United Kingdom examination ? 

Mr. Buarr. That is correct. In other words, the contracts placed 
under the offshore procurement program produce these shells and they 
were awarded to about five different concerns, as I recall. 

Mr. Fascerti. What was the basic problem in dealing with that 
procurement, if you can recall? 

That report is finalized and has been submitted ? 

Mr. Buatr. That is correct. 

Are you familiar with the details of that ? 

Mr. Nuss. I believe that report dealt with the procurement of 155- 
millimeter rounds as a complete shell. I am not familiar with the de- 
tails of it. 

Mr. Buatr. We requested that procedure in this particular instance. 
The practice in the past had been to procure your components. We 
felt that the Government could procure this ammunition at a more 
reasonable price if they had not procured it as complete, but procured 
the components from the different manufacturers. 

Mr. Fascetu. In other words, this is a case where the prime con- 
tract was let and the prime contractor did his own subcontracting? 

Mr. Buarr. That is correct. 

Mr. Fascetx. It was the General Accounting Office determination 
that the Government could perhaps have saved money in this par- 
ticular procurement had it gone out and directly contracted for the 
components ? 

Mr. Buatr. That is correct. I might point out that this contract is 
let out by Ordnance Procurement Center in Sandhoffer. 

Mr. Fasceti. Thank you. 

Colonel Battery. I would like now to touch on what we are doing 
today. We still have certain items of equipment that are not deliv- 
ered. The materiel program is about 86 percent delivered. These 
items, like guided missiles that we are furnishing the British Army, 
are still being furnished along with the spare parts ordered previously. 
We supervise the deliveries of these items in England and turn them 
over to the British. We are assisting them in training the first of 
the two corporal regiments in the British Army. They have pre- 
viously done a great deal of this at their own expense by amnion 
officers and enlisted men to the United States to school, botli in the 
Army schools and with the manufacturers. 

But there are an awful lot of questions involving Corporal. It is 
such a new item to the British and we are the focal point for these 
questions now. We are still administering a very small training pro- 
gram in training fields where they do not possess the annae. 
Let me give you some idea of that. The training that we requested 
for fiscal year 1959 amounted to 15 spaces in United States schools. 
There were two spaces in United States Army-Europe schools. That 
is very small but we feel very important. 

One of our major jobs is recapturing MAP furnished equipment 
that has now become excess to the British Army. This is a sizable 
program and right now we have had this declared back to us, based 
on an acquisition cost figure of about $159 million. Over the next 2 
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years, we expect the acquisition cost figure of declared excesses to 
exceed the program figure. The reason that has come about is that 
when we supplied these spare parts to rebuild lend-lease equipment, we 
obtained title, you might say, to these items which were repaired with 
MAP spares. When it is declared, it comes back to the MAAG. 

Mr. Fascett. That is the first time in history, congratulations. 

Colonel Bamey. Thank you. 

This excess equipment generally goes down either of two routes, 
once it has been declared to us. We declare it to CINCEUR in Paris 
and they circulate it among other NATO countries. If they have 
programable requirements for this material, then it is redistributed. 
If nobody has any requirement for this material, and generally that 
is the case with salvage, unserviceable equipment, we are directed to 
dispose of it. 

Mr. Fascetu. You have just touched on a very soft spot in the hearts 
of all the members of this subcommittee. 

You can tell us more about that in this fashion: In other words, 
you have had no problem with the British Government in having 
them declare excess # 

Colonel Bamey. The British Army? No, sir. No problem. 

Mr. Fasceti. When it is excess they say it is and make it available 
to you? 

Colonel Battery. That is right. They appreciate that holding on to 
equipment which they do not need in warehouses and storage depots, 
costs money. 

Mr. Fascexx. It would seem to me that this certainly points up very 
strongly the necessity of continuing military assistance groups as 
long as you have any end items in a country. 

Colonel Bartry. Frankly, sir, we do not see how it could be handled 
except by a group here. 

Mr. Fasceut. Is the effort that you are putting into this—and I am 
giving you a question that will be easy to answer—worth the effort ? 
You say that you have recovered already $159 million and that you 
expect even more in the next couple of years ? 

Colonel Battxy. That is right. 

Mr. Fascett. And you are still introducing new things into the 
program, which means that you will have more excesses as you go 
along ¢ 

Colonel Battery. That is right. We feel it is very worth while. 

Mr. Fasceii. It is an economical operation, if you are doing that 
with 4 officers and 1 noncommissioned officer with the Army, and you 
have a comparable number with the Air Force and the Navy, and 
only a total of 22 aera I would say it is a very important pro- 
gram, as far as either economy or the wise expenditure of the appro- 
priated dollars is concerned. 

Colonel Battery. That is right, even if this unserviceable equipment 
is sold as scrap metal here, I believe, the current price runs some- 
thing like $45 a ton. It would mount up. 

Mr. Monteomery. It is well worth the effort to recover it? 

Colonel Battey. Yes. 

Mr. Montcomery. Could you tell us just a little bit more as to how 
these excesses were generated ? 
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Colonel Barter. They have been generated in many fashions. One 
way they have been generated is that the equipment wears out. Most 
of it is World War II equipment, and it has finished its useful life, 
more than that. That is one way. 

Another way is that the spare parts do not exist to keep this mate- 
rial in repair, certain items, worldwide. Therefore, it becomes uneco- 
nomical to maintain it. Another way, the British replace an item 
with a more modern item they build themselves, and, therefore, the 
material we provided becomes excess. 

Mr. Fascetn. We have to be objective about this thing. We have 
been talking about acquisition costs ? 

Colonel Baiey. That is r ight. 

Mr. Fascett. How about recapture value, since we are talking 
about economy ? 

Colonel Bartny. The recapture cost amounts to just about that of 
maintaining a disposal agency here in the United Kingdom. At the 
present time it is operated by the Air Force in Burtonwood. You 
have to have an agency accept this salvage material and circulate for 
bidders and administer the contract. That is about all it amounts to. 
The War Office has agreed up to the present time to move this mate- 
rial at, their expense. We say, “Ship these salvage tanks to Burton- 
wood,” and they do it at their expense. 

General Moore. I doubt if we have any accurate figures on that. 
T am sure we do not in this office on the real value. As to the acquisi- 
tion value, I grant you that is rather meaningless. 

Colonel Bautey. This is the only figure we use. 

Mr. Fascetz. The point is that you recapture it for the United 
States Government for whatever value it has, rather than just give 
it up completely ? 

General Moore. Yes, sir. 

For example, certain types of aircraft which may be recaptured 
and given to some other country which may be only able to maintain 
a nonmodern type, shall we say. The value there, I do not know, but 
it would be hard to assess. 

Colonel Kine. That value could be considerable. Where the equip- 
ment is not needed longer in the United Kingdom or cannot be sup- 
ported, it might be used in some other NATO country. There you 
have a tremendous saving. 

I might add that there is a fourth way in which the surplus is 
generated. That is, simply the inability of the British to maintain a 
force goal to take care of it in the program. As you know, their 
white paper came out and as a result of the white paper some things 
are becoming excess at a pretty rapid rate. They announced to the 
world in a white paper that they cannot support a force beyond a cer- 
tain goal and that meant that some of the equipment previously sup- 
por ted by MAP will become excess to their needs. 

Mr. Fascetn. This causes confusion, not only on stocks on hand, 
but in the pipeline, as far as our Government is concerned / 

Colonel Kine. Yes, sir. 

Mrs. Harpen. Do you have any trouble disposing of the scrap metal 
over here? Do you ever return any of it to the United States? 

Colonel Barer. Not to my knowledge, ma’am. 

Mrs. Harpen. Do you have any difficulty disposing of it over here? 
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Colonel Battey. There does not seem to be any lack of bidders but 
it seems to move slowly. We move it over to the Burtonwood agency. 

General Moors. I can answer your question, I believe. Disposal 
property is a very acute problem with us, whether in France, England, 
or what not. There are so many rules governing this that it is very 
time consuming. It is really simple except that you have to go 
through certain procedures with the various governments and there 
are limitations that they have imposed which really make it very time 
consuming. The military people do not think it is fast enough be- 
‘ause it costs us money to keep this stuff in storage until you can go 
through all of this disposal rigamarole, you might say. The answer 
to you question is that we have trouble. 

Mrs. Harpen. Thank you. 

General Moors. Timewise. 

Mr. Fascetn. This raises a question about the redistribution out- 
side of this area. That decision is made at CINCEUR or EUCOM 
or where ¢ 

Colonel Battery. Government level. If CINCEUR establishes that, 
then approval action is taken in Washington. 

General Moors. That is correct. It may go to a country outside 
of the NATO area. 

Mr. Fascett. But the procedure normally is to circulate it within 
this area, this command, first ? 

General Moore. Correct. 

Mr. Fasceti. That leads to another question and that is whether 
or not we have had any substantial deliveries of materiel from this 
command, that is excess, to other commands ? 

Colonel Battey. I think this will give you some idea. I apologize 
to you for this chart but we were not expecting you so soon. This is 
the first draft chart. 

Mr. Fasceii. We are delighted that you were able to have it at all. 

Colonel Battery. If I could explain this, this is in millions of dollars. 
The bottom of the chart is in 6-month periods and beginning in Janu- 
ary 1955, it goes on to July 1, 1955, and January 1956 and over here to 
July 1,1957. That isthe last firm figure we have. 

The blue lines up to July 1, 1957, represent the declared excesses 
cumulative on acquisition costs bases. 

Mr. Fascett. How much is that? 

Colonel Battgy. $157,310,000. 

Mr. Fasceiy. Projected up to what? $200 million by January 
1959? 

Colonel Battery. I would not be the least bit surprised. 

Mr. Fascetxi. That is probably conservative. 

Colonel Battery. I think so. 

The green figure here beginning at zero represents the equipment 
redistributed cumulatively. That comes out to almost $31 million. 

Mr. Fasceti. That is inside and outside the command? There is 
no distinction there ¢ 

Colonel Battey. Worldwide, yes; the brown line beginning at zero 
here is the amount earmarked for salvage on an acquisition-cost basis. 
The red line is the sum of those two. We do not have instructions on 
what to do with this material. 
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Mr. Fascetzu. The total there on the red line, which represents the 
total of redistribution and the total for salvage, is what? 

Colonel Batter. $90 million. 

Mr. Fascetz. $90 million as against $160 million roughly of total 
excess, so that you have a problem with respect to $70 million worth. 
That is on an acquisition-cost basis, and that means that you have 
storage and personnel, but is there any maintenance involved? 

Colonel Barry. That is all British expense. 

Mr. Fascetx. But to whom was it declared as excess ? 

Colonel Barer. To whom? 

Mr. Fascetu. Yes. 

Colonel Battery. To US-CINCEUR; yes, sir. 

Mr. Fascety. And the British have it? 

Colonel Battery. Yes, sir. 

Mr. Fascerz. The only problem there involved for the United States 
Government is that the longer the time on instructions for disposal, 
the less salvage value it has. 

Colonel Barry. That is a possibility and the less desirable it 
becomes. 

Mr. Fascett. I see that that line has been fairly constant. That is 
the differential between the total declared excesses and the total to be 
accounted for either by way of salvage or redistribution. Does that 
have any significance since it has been so constant ? 

Colonel Batter. I cannot think, particularly, of anything there. 
We have had no difficulties. One reason for this gap here is that less 
than a month ago we sent out a declaration for 739 tanks, unservice- 
able tanks, and the acquisition cost on those items alone was $32 
million. 

Mr. Fascert. You say unservicable to the United Kingdom, or 
anywhere? 

Colonel Battry. Anywhere, because these do not have any guns on 
them. The United Kingdom installed their own 25-pounders on them 
and they took those off. 

Mr. Fascett. We cannot be too upset about that. I presume they 
were new ones with guns on them that were still unservicable. Any- 
way, the point I am getting at is that the differential there is, in your 
opinion, not a matter of major concern to the United States Govern- 
ment? 

Colonel Batrtry. No, sir. 

Mr. Fasceti. From the standpoint of economy and efficiency ? 

Colonel Battry. Yes, sir. The people in EUCOM understand that 
and are doing the best that they can. 

Colonel Kine. T might add that in all of this program the position 
the MAAG has taken consistently with considerable success, if we 
may say so, is that those items that ought to move rapidly we really 
raise a howl about. We have had good results with electronic stuff 
that otherwise would go bad sitting in storage. We have speeded that 
up and I think, largely through our insistence, speeded up the whole 
proceeding cycle. We have told EUCOM, too, that on this date we 
do not have any major problems and that is because it is moving 
pretty well now. The material that will go for scrap and is sitting 
in British warehouses, however, is not a significant problem. For in- 
stance, in the case of an airplane, which Colonel Shiffrin can tell you 
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about, we were interested in getting a few of those moved out for the 
British immediately before they corroded and became worthless. He 
can tell you about that. 

Mr. Montcomery. With your reduced staff, are you able to carry 
on the end-use inspections that would satisfy you that you are detect- 
ing all excesses, or are you depending upon the British entirely for 
the declaration of excesses? 

Colonel Kine. There are two ways to answer that. 

Mr. Fasceti. You mean yes and no? 

Colonel Kine. No. The reason I say that is because, to the extent 
we have had instructions, insofar as what we have been able to do by 
our higher headquarters, our terms of reference, our reduced staff 
can cope with it. In fact, we probably go beyond that, to the extent 
that the higher headquarters has come out with some revised terms 
of reference not yet given to us and which may give to us an in- 
creased workload; our staff would not be competent +o handle it. 

So much for the first answer. That is the official part, what we 
have been told to do. 

Insofar as what we personally, sitting here, would like to do, we 
have gone on record with our higher headquarters in saying that we 
do not feel that we are doing quite as much as we should in end- 
item inspection, but enough to keep track of the excess program. 
How long that will continue, I do not know. At the moment, we 
are keeping our heads above water, but it is a tremendous job. I 
cannot speak for the future. We have a little fear there. 

For instance, the same people busy with the excess people in the 
Army are the people up to their necks in the Corporal. If they 
give us more people, supposedly to come into the Corporal program, 
these same ie have more time to spend on this other item. 

Mr. Fascett. You have to establish a priority and that is to do 
the technical traintgs and then concern yourself with the problem of 
excesses. 

Colonel Kine. We have no problem with the British declaring ex- 
cesses. They do not try to hold onto anything. They themselves are 
very short handed and where the thing is essential, the thing that is 
essential is for us to point out to them and ask the question, is not 
this now becoming excess in view of your program? They will say, 
“Yes, by gosh, you are right.” 

Many times we have to point this out to them. They may not dis- 
cover it for a while. They are not holding back deliberately. 

Mr. Fascety. This is basically tied in with the responsibility of 
determining the utilization of end items ? 

Colonel Kina. That is right. 

Mr. Fascett. That leads to the next question. Have you had any 
problem of diversionary use of end items? 

Colonel Battzy. No, sir; not inthe Army. 

Mr. Fascetu. Wonderful. Mr. Blair, this is somewhat complete- 
ly optimistic from the standpoint of the report of the General Ac- 
counting Office, EU-230-7, dealing with redistribution problems gen- 
erally. That is, what we found in this area is entirely different 
from what the problems were raised in that report. They were basical- 
ly the difficulties with other governments in the declaration of ex- 
cesses, is that correct ? 
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Mr. Buarr. That is correct. That particular report, Mr. Chair- 
man, did not involve a study of the United Kingdom. In our study 
of the MAP program, we did not include the United Kingdom. We 
had concluded an earlier examination of the MAAG operations. 

Mr. Fascety. Based on what you told us today you are satisfied 
that everything was fine as far as the United States and Great Britain 
were concerned ¢ 

Mr. Buatr. We found at the time of our examination that we did 
not feel an aggressive enough action was being taken to recover 
excesses. However, corrective action was initiated. 

Mr. Tank may be able to answer this. At the time of our examina- 
tion a bilateral had not been developed with the United Kingdom 
for recovery of excesses. 

Again, I am speaking of ancient history in the sense that this in- 
formation of ours in this report may have been corrected. I want 
to make it clear that our information dates back to a period a year 
and a half or 2 years ago. In any event, at the time of our examina- 
tion an agreement had not been drawn up with the United Kingdom 
for a recovery of excesses. 

Mr. ee Mr. Tank? 

Mr. Tank. I do not know whether I can add anything to that. 
I have never been aware of any difficulty in recovering excesses. I 
was under the impression that if the end item were excess to United 
Kingdom needs, it is virtually automatically recoverable by the 
United States and that we alw: ays have a right to the ultimate dispo- 
sition of the end item which we can exercise at any time. 

Colonel Sutrrrmn. The most recent agreement, which is what you 
have reference to, has been consummated. We do have an agree- 
ment now between the two governments. However, the missing link 
here in any disposition program is that piece which is the actual 
declaration, and this is what is of concern right now. 

What Colonel Bailey says—what I will say for the Air Force I am 
sure the Navy will say—the British have themselves declared the 
items excess when they are no longer needed. They have never with- 
held equipment for future needs; . especially in the light of reduced- 
force objectives have they declared the stuff excess. This, of course, 
is current right now. I see nothing in the disposal program here 
that would be of concern as it might have been a year and a half or 
2 years ago. 

‘Mr. Buarr. That was in the fall of 1955 that the examination was 
conducted. 

Mr. Tank. I think I should point out there that as long as main- 
taining this excess equipment has certain financial costs and as clut- 
tering up the depot, and costly to the British, they have a vested 
interest in declaring it excess and getting it off their books and into 
our hands. 

Mr. Fascevi. Mr. Blair, does not the same reasoning apply with 
respect to other countries? I mean, in the problem of declarations 
of excesses by those countries ? 

Mr. Buarr. That would appear logical, Mr. Chairman. However, 
as a result of our examinations, for “whatever the reason may be, we 
are not satisfied with the action which has been taken in the other 
countries to effect return. 
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Mr. Fasceii. In other words, they have found some use for the 
items, despite the fact that either force objectives have changed or for 
some other reason they normally ought to be declared excess? That 
would be by way of diversion of use in the country itself and, there- 
fore, there is a problem of negotiating what is excess and getting a 
declaration from them ? 

Mr. Buair. It could also be true that there may be a failure of 
administrative action to initiate it. 

Mr. Fascexu. Sitting on it? 

Mr. Buatr. That could be it. 

Mr. Fascetu. It could cost the United States Government a con- 
siderable amount of money ? 

Mr. Buair. Yes. 

Mr. Fascett. What it amounts to is that the equipment is being 
used, or not being used, for purposes for which it was originally sent 
over ¢ 

Mr. Potanp. Does the execution of a bilateral agreement constitute 
an effec tive means for clearing up this difficulty in the declaration of 
exc ess ¢ : 

Mr. Fasceti. It obviously did here. 

Mr. Potanp. I wonder if that would apply in other cases and if 
the remedy would be an effective remedy ? 

Mr. Fascerz. Let me see if we cannot get at this in this way: Is 
it necessary to execute a separate bilateral agreement with respect 
to the declaration of excesses / 

Mr. Briar. Mr. Chairman, section 511 of the Mutual Security Act 
of 1954 contains the requirement that arrangements be made with 
nations receiving grant aid under the MDAP program for the re- 
turn to the United States for salvage or scrap or for such other dis- 
position as the President shall deem to be in the interest of mutual 
security, MDA material no longer required for the purposes for which 
it was furnished. There is a ‘statutory requirement for such agree- 
ment to be established and then the ageement has to be implemented. 

Mr. Fascetx. The point I was getting at is, whether or not in the 
formulation of the original bilateral agreement between the United 
States and the recipient country, for a “military assistance program, 
did it not have included in it the statutory requirement? 

Mr. Tank. I am under the impression that it did. I have not read 
the bilateral agreement recently. That is something with a lot of 
history. This, never in the 2 years I have been here, ‘has come to my 
attention as a problem. In fact, it is quite the reverse. 

Mr. Fasce.u. It becomes a technical problem in the sense of com- 
pliance. If the statute requires it and the original bilateral agree- 
ment has no provision dealing with what arrangements shall be made 
with respect to declaration of — as the General Accounting 
Office points out it is necessary to get a bilateral agreement on that 
regardless of the fact that you have happy and healthy relations. 
The Colonel here says we have one. That was the missing link. 

Colonel Sutrrrin. I would like to make a further remark. 

The new bilateral is no panacea. We have been recovering excesses 
here ever since the program started. On the other hand, having such 
a document in the country where there has been reluctance to declare 
excesses is not going to jar them into declaring excesses. This is 
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merely a formality. We have an agreement now and it provides the 
framework within which we shall operate. However, the recovery 
of surpluses over the years has been authorized, I am sure, by the 
original intent of the bilaterals. We have the same situation here. 

Mr. Fascetx. I understand what you say is certainly true, but 
obviously at the same time it is the old story. If you have an oral 
understanding that is one thing and, at least, if you have the nicety 
of a formal contract, so to speak, you can always hold that as a little 
bit of a club. 

Colonel Kine. I might say that prior to the time this bilateral 
agreement became in fact a legal document, we were operating under 
the terms of it by oral agreement with the British. I would also like 
to say they are very good about it. It is only where we disagree com- 
pletely that we do not get along on a point. In this case, we were 
operating under that, but we were anxious to get this bilateral agree- 
ment in writing because then we had a legal document sitting there. 
I think what Colonel Shiffrin refers to is that in some countries it still 
would not make any difference. Here we were going along even with- 
out the agreement. There is no use denying the fact but we can say 
that back a year or a year and a half ago this whole area presented no 
problem insofar as the British declaring excesses. The whole problem 
goes right through the cycle until the time that the thing is disposed of. 

In fact, rather numerous instances happened here not so long ago 
where we were going into this business and we were asked questions 
of what was all of the problem about. We discovered that the docu- 
ments the individual was looking at in this case were dated about a 
year ago. No wonder he thought there was a problem here. He had 
a report a year old and we had been on record and all of those things 
corrected. 

As of this moment, there is no major problem in that area and it 
is one of continual push and drive on our part in seeing that the 
system works out. I will not say there could not be improvement. 

Colonel Battry. That concludes my presentation, Mr. Chairman. 

Colonel Kine. The next presentation will be by Captain Bruchez, 
Chief of the Navy Section, MAAG-United Kingdom. 


STATEMENT OF CAPT. ERNEST V. BRUCHEZ, CHIEF, NAVY 
SECTION, MAAG, UNITED KINGDOM 


Captain Brucuez. Mr. Chairman, and Congressmen, I will make 
my presentation very brief and then expose myself to any questions 
that you have. 

First of all, I would like to say that in the Navy Section we are 
operating with 3 officers and 2 enlisted men. I would like to cover 
first accomplishments and then go into details in the excess field as 
the question has developed this morning. 

I would like to point out that I have slanted this part of the brief- 
ing toward an open session in the interest of the General Accounting 
Office. That particular field seems to have been the area in which 
you are investigating. 

Mr. Fascetx. Thank you. 

Captain Brucuez. First of all, the objective of the Navy program 
has been to modernize or to assist in the modernization and the im- 
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proving of the military capability of the Royal Navy. The Navy 
program itself—that is, the United States Navy program—has been 
very modest. As you will see, the program reached its highest point 
here of about $170 million about the time of Korea, or as a result of 
Korea, and has gradually tapered down to a total program of $141 
million, which amounted to a recoverable surplus there of some $29 
million, which was rapidly cut out of the pipeline and recovered. This 
program is divided into about 65.54 percent in the aircraft field. 

The Royal Navy has been very deficient in ASW and in the defense 
of their fleet against faster aircraft. We have poured into the pro- 
gram 100 TBM’s and 50 AD4W’s. That is, early warning aircraft 
and then 15 ASW helic ‘opters and some 20 assault helicopters which 
I might point out were used in the time of Malaya. Those aircraft 
were used in Malaya. In addition, through offshore procurement 
British industry produced 150 Sea Hawks which totaled some 335 
aircraft going into military assistance in the Navy program. In 
addition to that, in the field of aircraft we supplied radar and 11 
GCA sets of equipment, used not only by the Royal Navy, but by our 
own aircraft as well. 

The vessel equipment, the second part of the program, amounted 
to about 15 percent which included AEW terminal equipment. That 
is electronic equipment to receive the picture back from the aircraft 
into the parent ships. Then, bathothermograph for submarines, all- 
wave ato equipment, including teletypewriter facsimile, and so 
forth, with the idea of bringing “the Royal Navy into more or less 
combat agreement with our own naval forces in supporting NATO 
plans. That has been eminently successful. We have about 90 per- 
cent of the NATO navies equipped so that they can communicate in 
that all-wave radio frequency. 

Mr. Fascety. Captain, the British have announced, as we all know, 
their deemphasis on military generally. That is what it amounts 
to. We are talking about modernization now and obviously you can 
modernize forever. Are we seeking a level on this program ¢ q 

Captain Brucuez. No, sir. We cannot expect to reach any level. 
We are reaching a point where changes are so rapid and you have 
constant changes, but the program, as far as the Navy is concerned, 
has leveled off because of the white paper and other reasons. We 
do not know where they are going. We do not know what they can 
pour into the program. 

Colonel Kine. I think what you are shooting for there is: Why are 
we doing it or where are we going from here 

As you understand, M AAG is in no position—it is not our busi- 
ness—to suggest to the British Navy that they should have thus and 
so. It is our right and our job to point out where the deficiencies 
exist insofar as they are committed to do certain things for NATO, 
for example, and they have certain deficiencies and we can even go a 
little bit further than that by saying they are a little weak here, there, 
and so on. Whether or not that generates a program, or not, is en- 
tirely out of our hands. 

There are two ways in which a program is generated. One, we 
point out the deficiencies by saying that we, as a MA. AG, think some- 
thing should be done and maybe nothing happens. The other is for 
them to announce a particular force goal ‘and they say that, “By golly, 
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we cannot reach that force goal without help.” In that case, they 
would come to us for help. 

At the present time, we do not know where they are going in the 
Navy. The white paper was remarkably silent on the future of the 
Navy. 

Mr. Fascett. This raises several questions with respect to the 
United States Government and I recognize it is basically a question 
of policy. It seemed to me you would have to add in here a crucial 
analysis of the economic capabilities of the United Kingdom to what 
they say they are trying to do. I keep questioning in my own mind 
not the operation here in the United Kingdom but all over on this 
type of program as to whether or not there is a natural inclination on 
the part of every country to keep transferring the burden. This is 
Mr. Tank’s primary responsibility and it is a question of degree and 
reasonableness in negotiation. 

Mr. Tank. We know that the British are under great economic 
pressure to keep their economy in balance. They are looking very 
closely at the level of their defense expenditures. 

Mr. Fascett. I might add that the United States is doing likewise, 
looking very closely at them. 

Mr. Tank. So are a lot of countries in Western Europe, as a mat- 
ter of fact. There is a real problem and this is one of the reasons 
that we have been concerned about the announced British cutbacks. 
This is going to stimulate other people to do the same. 

Mr. Fascett. I have a question for you at this point, but I might 
as well save it for later until we get through with the military. W hat 
effect has this had in Britain ? 

Colonel Kine. I want to allay one possible fear. I am not saying 
that everything is perfect in any of this business, but as a gener: alized 
statement the British are not a country that willy- nilly will ask for 
something that they cannot support. Asa matter of fact, we find that 
they lean over the other way at times. There are a lot of things 
maybe they would like to ask for, but they have not put in a bid. 
They know that even if we put it on a silver platter, they cannot 
economically support it and they would not ask for it. 

Mr. Fasceti. That is a very encouraging statement, 

Captain Brucuez. Mr. Chairman, I would like to emphasize that. 
From the military naval point of view, it is a case of the son acting 
as the father of the man in that the Royal Navy, as the Defense De- 
partment of the British Government, has recognized the principles 
under which the United States Navy has organized into task groups 
and the Royal Navy is being organized into that concept. That 1s, 
their carrier task group is surrounded by supporting ships. Except 
for the larger aircraft carriers, they are phasing out their heavier 
ships, their battleships, and they are constantly within their economic 
capability building new construction to replace the obsolescent ships 
which they carried forward from World War II. 

I might add that we have gained quite a bit from them as a result. 
For example, I might mention the canted dec k, mirrow landing, and 
steam catapult. It has been a two-way street and a frank and free 
exchange between the Royal Navy and ourselves. 

Getting on with my story, the vessel equipment amounted to 15 
percent of the whole program. I can break it down, but I do not 
think you are interested. 
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Mr. Fasceiy. It will not be necessary. 

Captain Brucuez. There were only two vessels transferred to the 
Royal Navy and one has been recovered and has gone back to the 
United States. The other is a small tanker still in use in Bermuda. 

The training program was about 6 percent, which consisted pri- 
marily for pilots to operate the United States aircraft which were 
furnished and training ratings and other personnel in operating the 
equipment that had been furnished under the military assistance pro- 
gram. At present that program is practically complete and there is 
only one officer back in the United States now at the command course 
at the Naval War College in Newport, R. I. 

In the field of excesses about 8 percent of the $141 million has 
been declared as excess. That is about $11 million. As of the 31st of 
August, approximately $11 million had been redistributed with the 
underst: nding that as of the 1st of September there would be only 
$214,000 that had not been actually redistributed. That, however, 
has already been bid for by our own Air Force. That is radar 
trainers at $107,000 apiece. There are just two units. 

I might add that the excesses are being generated by factors ap- 
pearing in fields other than the military. “For example, the spare 
parts program which was terminated on June 30, 1956, might be 
mentioned. The British now have to go back to the United States 
and buy for dollars the spare parts for the equipment that has been 
furnished under the military assistance program when it wears out. 
If the British economy, or other factors, prevent them from replacing 
them, then there is the possibility of their declaring other military 
assistance items excess. 

As of the 31st of August, we are in pretty good shape in that we 
have only $214,000 in excess material that has not been redistributed. 
We have bids all the time for the equipment that has been declared 
excess and the British, as I said before, come to us and with our small 
staff we will either go to them to determine the condition or will, if 
there is any doubt, which there usually is not—— 

Mr. Fascety. You have had no problem with respect to the diver- 
sionary use of end items? 

Captain Brucnez. No, sir. 

Mr. Micnen. Those bids for equipment come principally from 
where ? 

Captain Brucurz. They come principally from the NATO eoun- 
tries, sir. The 100 TBM aircraft have been distributed to the Dutch 
and to the French. The equipment for the most part has been 
transferred within the NATO area, within the European command. 

I might add that on the subject of scrap there has been no generation 
of scrap and it is practically nil. 

Mr. Micuer. You anticipated my next question, because I was 
assuming that there would be far less by volume in the Navy than 
there would be in the Army ? 

Captain Brucnez. Yes, sir. It is a matter of less than 1 percent. 
T cannot give you the exact figure but if you would like I can get it 
for you. 

Mr. Fascetx. Any other questions? Thank you, Captain. 

Colonel Kine. Before introducing the next speaker, Colonel 
Shiffrin of the Air Force Section, I might add something that you are 





194 GENERAL ACCOUNTING OFFICE IN EUROPE 


becoming aware of through the briefing. There is one unique thing 
about business here in the United Kingdom. That is, in spite of 
known deficiencies which you read about in the newspapers—we can 
tell you more about that—known deficiencies in the British Armed 
Forces in general, nonetheless they are at the present time the most 
formidable and dependable of our allies. 

At least, that is our point of view, and I think it is quite true. That 
colors everything that we have done in the MAAG and intend to do 
because in this respect it is very important. This is clearly shown in 
the Air Force portion. In the MAAG we have never been interested 
in merely dumping what we might call military garbage into the 
United Kingdom, nor are they interested in it. 

We feel it should always be looked at from the point of view of 
modernization and expansion. In some cases expansion, but pri- 
marily modernization. As they pointed out so far, the Army lacks 
certain things. Sooner or later, that material may become excess. 
One gentleman in the past had the opinion that, because they are 
declaring these excesses, we must have poured a lot of “garbage” in. 
I do not think we can say that. At the time period that we are talking 
about—if we are talking about 1954, for example—this particular 
airplane may have been all right, but now it is not. We cannot help 
that. That is a military business. 

The second thing, I think, is that the British are, without any ques- 
tion, immensely proud as a nation with a long, long tradition, and 
it makes our work at time quite interesting because we know lots of 
times there are certain things that they should say from a hard, prac- 
tical military point of view, which they may or may not settle, depend- 
ing on a lot of factors involved and some of which might even have 
psychological importance. For example, you read in the newspapers 
that they are going to do certain things in the missile field, and so 
forth. How much of that is to bolster up the public morale and how 
much is to pour money into defense industries, and how much makes 
military sense is anybody’s guess, depending upon what information 
you are tackling. It makes it quite interesting at times. 

It is a good nation to deal with, but you have to always bear in mind 
two factors, and the psychological factor is important along with 
everything else. 


STATEMENT OF COL. BENJAMIN H. SHIFFRIN, CHIEF, AIR FORCE 
SECTION, MAAG, UNITED KINGDOM 


Colonel Surrrrin. Mr. Chairman and Congressmen, I hate to follow 
Colonel King, because he is an Air Force officer, too, and he is my boss. 

Colonel Kine. He is always immensely frank. 

Colonel Suirrrin. The Royal Air Force had the same demobiliza- 
tion problems at the end of World War IT that the United States had. 
As a matter of fact, it is a very appropriate fact that this is the 
Battle-of-Britain Week. It is also identified as British Aircraft 
Manufacturers Association Week, and, if any of you were fortunate 
enough to see the Farnborough show, it was a first-class operation. 

The British found at the end of World War II that they had more 
airplanes than they knew what to do with, the same as we did. Never- 
theless, they embarked upon, in a very early stage of the game, a 
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modernization program, including jet fighters and, as a matter of 
fact, the British and the Germans had, in operation, jet fighters before 
the end of World War Il. T hey developed their Vampires and 
Meteors during the immediate postwar period, and they were attempt- 
ing at that time to build quality into a small air force, which is exactly 
what we were doing, and many other self-respecting countries. 

Be that as it may, we found that the Korean war came along and 
saw the RAF pr etiy small, pretty weak, and we in the United States 
Air Force found ourselves in the same position. So, we were frying 
to share our experiences and show our know-how and to share our 
surplus of material or real estate, whichever the other had the most 
of, during this trying period. 

As of right now, outside of 3 or 4 B-29’s, there is not one United 
States-built frontline aircraft in the Royal Air Force. They are 
equipped with their own production. This is remarkable, and I do 
not think you will find this anywhere else in the world in the foreign- 
aid program. 

Mr. Fascetxi. None of it is our procurement ? 

Colonel Suirrrin. I did not say that. A lot of itis. It is remark- 
able in that we have not put things in here that we are morally bound 
to continue to replace when they become obsolete. That is, things 
such as we are buying from Republic or North American for the pro- 
gram here in Europe. The program stands, roughly, at $600 million. 
That is a lot of money, and it is more than the Army-Navy program 
put together, but only because the items we are talking about are 
expensive. Aircraft per pound are fabulously expensive . these days, 
and a figure of $45 a ton for scrap metal for a tank—if you buy a lot 
of tanks—it would cost about the price of 1 airplane. 

We are talking about expensive commodities. There is a balance 
between the three programs, but I would like to point out that the 
number of items that we have given is not out of bounds, just the 
value. It is high-value stuff. 

The program started with our giving the British the wherewithal 
to reequip bombardment squadrons. You will remember that during 
the war they had the night bombing mission largely and we had the 
day bombing mission. We gave them 87 B-29’s sitting out in the 
desert of Arizona and which were of no value whatever tous. Uncle 
sam rehabilitated these airplanes and gave them to the British. We 
have recovered all but 3 or 4, used for special purposes. These air- 
craft were not charged to the appropriations for foreign aid, as these 
were excess stocks. However, the rehabilitation was, and this cost 
about $20 million, 

The B-29’s have been given back to us because the British on their 
own have since produced Canberra and V-—bomber aircraft. 

The next thing was to bolster the antisubmarine capability of Her 
Majesty’s forces. Here we have a peculiar situation in that the 
Coastal Command is a part of the Royal Air Force. The antisub- 
marine mission is part of the Coastal Command, so the Air Force 
gave 52 Neptune bombers to the Royal Air Force to do what, I th ink, 
we back home feel is a Navy mission. I also must pause and ask my 
Navy counterpart if he would like this back. Right now, these 
P-2-\V-—5’s are being recovered by us, having been declared surplus by 
the British. Their antisubmarine warfare Coastal Command will be 
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equipped only with Shackelton patrol bombers in which we have no 
interest. 

The P-2-V-5 are not a total loss, because we have reissued 14 of 
these to a Latin American country under grant aid. We have sold 
14 more to another Latin American country, and we are busy try ing 
to dispose of the remainder. Ten were lost in the 5-year per iod. 
Four were cannibalized, and six lost in accidents. 

In the bomber program, we gave them some assistance and we got 
the aircraft back. In the antisubmarine-warfare business we gave 
them some planes and are getting them back. 

The next thing that happened was a good long look at their fighter 
capabilitty. The British gave us the jet engine. They pioneered 
in the jet-aircraft field insofar as our two countries are concerned. 
We have overtaken them but, nevertheless, during the early period 
they had aircraft we did not have and they did not have good air- 
planes, by their own admission, early enough. When the Korean war 
came along, we fought and won the air war with the F-86. They had 
no swept-wing aircraft, so jointly with Canada, we gave the British 
430 F-86 Sabers; 370 of these were joint with C anada and 60 on our 
own. All of these were purchased from Canada. These were the 
first swept-wing aircraft introduced in the Royal Air Force. Here 
was enough equipment to completely outfit all of the squadrons com- 
mitted to NATO. All of the squadrens in the Second Tactical Air 
Force of the British were equipped this way, plus two at home here. 
Naturally, the F—-86’s have an end to their useful life. We have now 
gone into F—100’s, F—104’s and so forth, and there is no end to this 
meee At the same time we gave them the F-86’s to bridge the 

gap, they were developing their great white hope, which was the 
Hawker Hunter. The Hawker Hunter came along through offshore 
procurement. I do not propose to get into offshore proc urement ex- 
cept as it pertains to this program, since it is not my program, and I 
know little of its trials and tribulations. Suffice it to say that we 
undertook to buy Hawker Hunter aircraft, not for the British but to 
reequip some of tlie continental air forces with a European designed 
and manufactured aircraft. This would reduce the pipeline and for- 
ever dependency on the United States. As it finally turned out, we 
gave the British enough Hawker Hunters to replace all of the F-86’s. 

This is what we called the SABRAF program whereby the British 
were to overhaul the F—86’s to our specifications and we were to re- 
issue them to other European countries. We gave them, on a 1-for-1 
swap, a Hawker Hunter aircraft of their own design. That was 
mutually advantageous because it gave the British their own airplane 
that they themselves had brought to fruition and that they them- 
selves had the responsibility of maintaining. So the Royal Air Force 
today, in its day fighter and fighter-bomber role is equipped with 
Hawker Hunter fighters. All of the F-86’s are retired and we are 
busy recovering them for reissue in Europe. You will see more of 
them in Europe as they come off the overhaul lines here in England. 

Those are the four major programs. 

The bomber program, which was a loan, and the antisubmarine 
program, which was a loan. The F-86 is a loan and now the Hawker 
Hunters are added which is really taking back on the one hand and 
giving them more to boot on the other. These are the major programs. 
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This is the airplane business. 

We have also programed about $175 million worth of electronics. 
In this area we have given great quantities of things that we our- 
selves need. For instance, it is to our adv antage to have ground- 
control radar at every flying field in this area. Our airplanes are 
brought in in bad weather in England and we “must remember that 
these people have a piece of Germany that they are operating in and 
that our airplanes are operating over. Likewise, we have given them 
large pieces of early-warning radar, surveillance radar, airborne 
equipment for their aircraft, and four radars that permit some of their 
bombers to drop bombs blindly, radar controlled from the ground, 

There is a long list of this equipment but suffice it to say that almost 
one-third or one-quarter of the program is in electronics. These 
people can make electronics. The items we gave them were selected 
as being either items they could not build in time or it would have 
meant that they would have had to divert their electronic capacity from 
something else. When we get to the end of the story, we have a Royal 
Air Force that may not be as big as some people remember it to be— 
Colonel King said it will fight—we are satisfied as to that, and it is a 
very proud air force. We have a lot of work yet to do with them. 

We are getting close to a classified area and I hope we will have 
a chance to discuss this. We feel that the $600 million put in here 
was not all real dollars. It was loans of equipment that we recov- 
ered. We feel that we have gotten value received and we feel that 
everything that was done at the time was a good program, a good 
exercise. We are now on the threshold of taking certain earmarked 
funds that we would have spent here on offshore procurement that 
resulted in cancellations, in favor of something else more modern. 
We are getting into new weapons and new ideas for the British within 
the framework of old funds. We have no new funds. We have had 
none for 4 years. 

Mr. Micuet. What is Britain’s total contribution of squadrons to 
NATO? 

Colonel Surrrrin. That happens to be pretty highly classified. I 
almost answered that. It is very difficult to thread your way through 
classified information of all kinds. I would rather just blurt ‘t all 
out and have a field day, but I cannot. It is substantial and, next to 
vur own, it is the largest. 

Mr. Micnet. The reason for my inquiring was, while you were 
discussing the subject of the 430 S: abres given to the British, the idea 
occurred to me, is that a total of 10 squ: adrons, the 430? 

Colonel Suirrrin. No, it does not add up that way. You have the 
aircraft that you have in your units in the frontline, 2nd then you 
have the backup for those. You cannot divide by the number of 
aircraft in any squadron and come up with the number of squadrons. 

Mr. Fasceti. You have to apply a ratio 4 to 1, or 5 to 1, depending 
on where you operate / 

Colonel Suirrrin, Every country has its own setup for such a 
thing. I can answer that this way: The combat elements of the 450 
were 12 squadrons, 10 of which were in Germany committed to the 
NATO force and 2 here in the United Kingdom air defense system. 
I think that should answer the question. 
The other question is highly classified. 
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Gentlemen, I know that I have given you a quick look at the Royal 
Air Force but I will be glad to answer any questions. 

Mr. Micue.. This probably should have been directed to the Navy 
captain, but I suspect that our Air Force planes, or our Navy planes, 
and the British Navy planes can operate from either of our carriers; 
ean they not? 

Captain Brucuerz. That, I will answer as “yes” and “no.” We are 
constantly striving to permit that, but I would like to point ovt that 
in the Royal Navy they are at present constructing an aircraft carrier 
which will accept and land, operate, all of our planes. 

Mr. Micruet. When you speak of steam hacisenlie free play of 
information with respect to mirror landing, and one thing or an- 
other, I assume that since there was so much common ground they 
would be able to receive and dispatch planes of either country or 
board either carrier? 

Captain Brucuez. That is the plan. 

Mr. Micuet. Is that the goal? 

Captain Brucuez. Yes, sir; that is the goal. I would like to re- 
serve the answer for a classified session, however. I will say that we 
are attempting that. I would add here, and this is unclassified—I 
am treading lightly into the economic field because the British have 
produced for Canada, for example, a fully modernized carrier, the 
Bonaventure, which will operate all of the planes—it has all of the 
latest modernization strengthened flight deck, landing mirror sys- 
tem, and steam catapult. You can see the reason behind it, to build 
up their dollar reserve. They have produced 1 for India, but in their 
own navy they have only 1 carrier that will eventully come out. 
They are constantly striving to meet the goals that have been set for 
them by the higher command so that they can operate all planes or 
interchange between the task forces. That is going to have to come 
about later. That is where the problem area lies ahead, as well as 
antisubmarine warfare as touched upon by Colonel Shiffrin where in 
our Navy antisubmarine warfare is a fleet problem and handled with- 
in the carrier forces as well as within special antisubmarine task 
forces. 

A direct answer is that they are striving for it and they can on : 
limited basis operate between carriers now. They are trying it out. 
The Navy has, I think, a little simpler problem than the other serv- 
ices in these NATO exercises going on right now in the Northeast 
Atlantic where deficiencies are uncovered and fed into the military 
system and then can generate programs to see where we can bolster 
the Royal Navy to support our own naval strategy. 

Does that answer the question ? 

Mr. Micnet. Yes. 

Colonel Suurrrin. I would like to finish with where we have been 
and where we are. 

The program rests now on about a $600-million level. We have 
delivered $471 million actually in this area, and the difference is rep- 
resented by a new program, new weapons, and by about $40 million 
worth of electronics yet to be delivered from the United States. The 
British have fulfilled all of their OSP contracts which appear on 
here [indicating]. We are about 79 percent delivered, and we will 
not be delivered 100 percent until 4 or 5 years hence because the new 
weapons have a longer lead time. 
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Mr. Fascetu. Do you have any responsibility, or are there any funds 
appropriated or earmarked with respect to changeover in facilities 
necessary to carry out the program ? 

Colonel Suirrrin. Insofar as our program is concerned, what I am 
talking about here is United States hardware. 

Mr. Fascenz. All right. 

Colonel Kina. Facilities is quite outside of our scope. 

Mr. Fascetu. That is General Moore’s other hat ? 

Colonel Kine. Yes, sir. The 3d Air Force has responsibility for 
negotiating things of that nature. 

I would like to mention her e, since some of the questions being asked 
now indicate an interest, we have to kind of skirt around. We are 
perfectly willing to have ‘a. closed type of briefing and answer the ques- 
tions you ask, and I want to make clear we are not trying to dodge 
questions. 

Mr. Fascety. We realize that. 

Colonel Kine. We have to respect two things; namely, our own 
rules and regulations, and in the area of the ty] pe of question asked 
there we must respect the British, too. There is one thing that I can 

say that I think partly answers the question. We should never assume 
that the United Kingdom is as well equipped and as strong as the 
United States, let us put it that way. That is true of all areas. You 
can be very proud of your country. If the British say they have such- 
and-such and that it is better than what the United States has, do not 
necessarily believe it at all times. We have a tremendous Military 
Establishment in the United States, and I do not mean in size. I 
mean in quality as well. I am not deprecating anything that they do, 
but I am saying that some of the things here—in fact, ‘T think it was 
pointed out in one case where they dev eloped something that they 
desperately lack themselves, for economic reasons, they put it in their 
own service. 

Mr. Monteomery. Colonel, there have been two facts brought out 
this morning: One, there has been almost a complete phaseout of 
military aid in United Kingdom so far as new programs are con- 
cerned ; two, there have been “substantial cutbacks in the British mili- 
tary effort. 

Is there any relationship between those two facts? Did our phasing 
out of military aid result from the British cutback or did the British 
cutback result from our phasing out of new programing of mili- 
tary aid? 

Colonel Kina. I do not know how the people topside would answer 
that question. I do not think there is too much play either way, too 
much influence in either direction. 

In other words, I do not know honestly from our level here if that 
came about because the program of military aid as such was phasing 
out. I think that they have their own response for that which we 
have pretty well announced. 

Mr. Tanx. If I might interrupt, the phasing out of the program of 
military end items started several years ago. 

Colonel Kine. That is right. 

Mr. Tank. The cutting back of United Kingdom military pro- 
grams is something that happened this year. 
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Colonel Kine. I would not say that it has no bearing on this, but 
you have already answered the question the other way around. Their 
phasing down had nothing to do with our reprograming. 

Mr. Fascety. It was their own prime considerations that led them 
to do what they did? 

Colonel Kine. That is right. The time period where our own pro- 
gram leveled off for Great Britain was at a time when the British 
themselves, whether rightly or wrongly, decided that they wanted to 
be as independent as possible from United States aid. In other 
words, it was not v here we closed the door and they said, “Oh, my 
gosh.” It was the other way around. They said they felt that they 
could go along all right. There was one exception and that was the 
crash program after Korea and they thrashed up something called 
plan K. They were not in any position then to carry on. 

Mr. Monrcomery. You mentioned earlier that one of the prince ipi al 
criteria for determining the need for new programing was the exist- 
ence of deficiencies in the country to meet NATO force objectives / 

Colonel Kine. That is right. 

Mr. Monteomery. In view of the two factors that we have just 
been discussing, have you here in MAAG discovered any deficiencies 
in that respect that would indicate a need for a new program / 

Colonel Kine. The answer is “Yes.” We have that in many areas 
and we have discovered and reported deficiencies. As to how many 
resulted in new programs, there again we get into where I would 
have to discuss the force goals. 

Mr. Fascetxu. There is no need to go into that. 

Colonel Kine. As a general statement, we have from time to time 
pointed out, and still do, deficiencies. That is, that either caused a 
reprograming action or could conceivably cause and increased type 
of program. At this point we have not specifically asked for any in- 
creased programing authority for that. Does that answer your 
question ¢ 

Mr. Montcomery. Yes. 

Mr. May. The only thing I would add as a general conclusion is 
that our officers working with their counterpart and the British mili- 
tary operation have mutual confidence in each other and the relation- 
ships are of the highest level; is that correct ? 

Colonel K1ne. They are high, yes. 

When I added that one point about their being a proud nation, that 
is true of any great nation. 

Mr. May. Correct. 

Colonel Krne. It is particularly true of Great Britain, but as you 
know it is extremely difficult for the British people to accept a lesser 
role in the world today. 

Mr. May. I imagine it is. 

Colonel Kine. Even though they know they have to do it. Nat- 
urally, they have to fight certain things. In this psychological rela- 
tionship, our friends are quite willing to admit certain things to us, 
whether or not that would officially go into the record, but we have 
a pretty good indication of how they think. For example, they will 
say to us that a certain fighter airplane, which, for the time being, 
will remain nameless, they know perfectly well we do not think = 
of that fighter, and they may not think much of it, but they will s: 
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clearly to us, “Yes, it will meet the threat.” From their point of view 
it will meet the threat. From the United States point of view, we 
may not think so but how can we say they are wrong if they firmly 
believe so? 

We know they will fight. They will take that airplane up and we 
do not understand why ‘it does what it does, but they will make it do 
that. That is the psychological part I am getting at. 

Mr. Fasceuu. It 1s very difficult to quibble with judgment ? 

Colonel Kine. That is right. 

Mr. Fascetu. I did not mean you. 

Colonel Kine. I understand. 

Mr. Micuet. Is the Air Force taking care of the scrap depot ? 

Colonel Kine. Yes; that comes under Burtonwood, AMC. 

Mr. Fasceii. We will get into that a little later, Bob. 

Colonel Kine. As I say, other than pointing out deficiencies, Bur- 
tonwood carries the ball. 

Mr. Fascetzt. Thank you very much, Colonel. 

Let us take a short break for coffee. 

(Thereupon, a short recess was taken. ) 

Mr. Fasceti. The meeting will come to order. 

Colonel King, we want to thank you very much for, on such short 
notice, having made such an excellent presentation of your organiza- 
tion and bringing so comprehensive and brief a review to us. We 
realize that this was a tremendous imposition on your staff and the 
others involved in these hearings and we regret that the press of time 
did not give us an opportunity to give you more time. We doubly 
appreciate the effort that you have made in making available what 
you have for this committee's use. 

We are now going into other areas which are not directly the 
responsibility of } you or your staff, but you are welcome to stay if you 
like. We might touch on things that you would be interested in and 
we would certainly be delighted to have you stay on. However, if 
you have other things to do, you go right ahead. 

Colonel King. First, I would like to thank you for your kind re- 
marks. I know that all of my staff will appreciate that no end and I 
will pass that on to General Moore, who will be delighted. 

I would like to stay and I would like the st: aff to stay. 

Mr. Fascett. We will be delighted to have you because something 
may come up where we need information. 

Colonel Kine. We would like to stay if for no other reason than 
that it may be educational. 

Mr. Fascetn. Speaking for myself, I feel that we have had the 
opportunity to look into the inside of what I consider to be a very 
fine operation. It would be our wish that we could say the same 
thing for nea else. 

Let us have Mr. Ness come forward. 

Mr. Ness, we are » generally interested in your overall operation and 
your field of responsibility and problem areas that you have en- 
countered. With that frame of reference, if you will tell us a little 
bit about yourself, we can proceed. 
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STATEMENT OF WILBUR B. NESS, LONDON FIELD STATION, EURO- 
PEAN BRANCH, GENERAL ACCOUNTING OFFICE, MANAGER 


Mr. Ness. Mr. Chairman and members of the committee, I would 
like to give you a little bit of background on our operation here in 
London. We are a rather small organization. We started out in 
about 1952 with two members; namely, an investigator and one 
auditor. As of a year ago last February we picked up one additional 
man. Our personnel strength as of now is three staff members and 
we have a stenographer to assist us. 

Our areas of responsibility, of course, are such that we are inter- 
ested in where the large dollar expenditures are made. Primarily, 
we have two large fields in which we operate. One is procurement 
and the other is supply. 

On the procurement side here in the United Kingdom we have 3 
offshore procurement agencies; 1 for each of the 3 military depart- 
ments and we have a rather large construction program which is 
handled by the Air Force. We have another procurement agency 
here, the General Services Administration, engaged in the procure- 
ment of strategic materials. They have a small current program 
although they still do have administration of contracts negotiated 
in < ee years. 

n the supply side, we have here an air materiel area located at 
Burtonwood and several storage locations in the United Kingdom. 
We formerly had a depot at Sealand. It has been closed and its 
operations transferred to Burtonwood. 

Mr. Fasceru. Mr. Ness, how long have you been on this assignment ? 

Mr. Ness. I came here in July 1956; about 1314 months. 

Mr. Fascetzi. What is your total personnel ? 

Mr. Ness. Three staff members, including myself, and a stenog- 
rapher. That personnel problem places some limitations upon us. 
We have a very large program to cover. In programing our work, it 
is quite difficult to figure how you are going to get adequate coverage 
with the personnel you have. I am not complaining too much, but 
if I had more personnel, I could do more work. It does present prob- 
lems such as this: When we schedule work to be performed, what 
—— be the approach? I should like to illustrate what I have in 
mind. 

At the present time I am engaged in a followup review in a con- 
struction program here in the United Kingdom, a large program in 
the neighborhood of $350 million. That construction is at locations 
throughout the United Kingdom. We might, as a means of approach, 
go to various installations. There are some 50 or more of them in 
number and we might inspect the work that is being done at each 
particular location but to do so, would take a great many man-hours, 
much more than we could afford. The question is, How to get your 
coverage with what you have available? We do consider this in our 
programing. In this particular instance, we decided that if we made 
our review at headquarters level that we would get a pretty good 
overall picture of the conditions throughout the United Kingdom. 
That had certain advantages and it had certain disadvantages. You 
are not at the locations where you can specifically look at what is 
under construction and talk to people closely. 
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But on the other hand, it does have advantages. When problems 
arise they generally drift up to a central location. You get a little 
better insight of just what the problems are. There are advantages 
both ways. Overall, we feel that we can do a job such as that with 
many less man-hours by taking a look at the headquarters level. 

Mr. Fascetx. It would seem to me that under those circumstances 
you would also have the problem, where you are in a major survey or 
investigation that involves a great deal of man-hours, that if other 
matters come up within your area which are urgent, you would leave 
that and go back to the other ? 

Mr. Ness. That is true. That is a particular problem with me 
personally. Besides being manager of the small office, I am also an 
operator who goes out and makes reviews. It causes me great distress 
when I am in the midst of doing an assignment and then other work 
comes up with a higher priority and I have to leave it. The reason 
I am distressed is that these matters are quite complex and it takes 
quite a bit of preparation and study and, when you are working on a 
particular problem and have to leave it for a few days, or a week or 
so, when you come back you are cold. There is wasted effort. You 
have to refamiliarize yourself with it. We are dealing with people 
who are experts in their particular jobs. 

Mr. Fascett. You have a problem then also from the agency stand- 
point, or whoever it is you are checking on? In other words, if you 
have involved records or examinations, and you have to leave them 
and then come back ¢ 

Mr. Ness. Yes, it is involved on both sides. I sometimes think that 
we impose upon an agency if we are working on a job and stay there 
too long. It ties up their people. We have to tie up their people 
and have discussions with them. It makes it difficult on both sides. 

Mr. Fasceuzi. What is your relationship with internal auditors ¢ 

Mr. Ness. We have a very close coordination with the Navy area 
audit office. It has an office located here. The Air Force Auditor 
General is also located here. 

We work very closely with them. We find that on many of these 
problems, particularly those involving two different governments, 
it takes the combined efforts of the administrative auditing agency 
as well as ourselves to find the appropriate solutions. 

I might say it is quite a cooperative effort. We do not intend to 
just go out and criticize people for the sake of criticizing them. Some- 
times we can make contributions to them. We are certainly making 
ourselves available. 

Mr. Fascett. When you have gone into an area which has not been 
covered at that time by an internal audit, survey, or investigation, do 

ou make available on request, or even without request, whatever 
information you have found ? 

Mr. Ness. Quite frequently they call upon us, particularly in the 
scheduling of examinations. They have programs like we do and 
before they schedule a particular job they will coordinate with us and 
ask us about our plans. We do call upon them for their reports, dis- 
cussions of things they have found and likewise they ask for inter- 
change of information, too. I have never really made reports available 
as such, particularly since they might be classified. As far as informal 
discussions of areas we have gotten into, yes. 
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Mr. Fascett. You can see what we are interested in here. We 
are interested in a complete duplication of effort, where you feel that 
whatever has been done is done thoroughly, reliably and so forth. 

Mr. Ness. I would like to say that one of the first things we do is to 
make a contact with the administrative auditing agency to prevent 
just that sort of a situation. In other words, we feel that by evaluat- 
ing what they have done, that may reduce what we have to do. 

Mr. Fascetx. Let us turn that around. Do these internal auditors 
make available to the General Accounting Office what they have done? 

Mr. Ness. On an informal basis. I have very good relations here 
and I talk to the people and they will tell me. 

Mr. Fasceti. What I am interested in is this: Do they give you a 
summary of what they have done or specifics ? 

Mr. Ness. I do not recall asking specifically for items. I was more 
interested in the areas in which they have done work and what their 
results were. As far as these areas are concerned, we would get into 
specifics. 

Mr. Fascetx. I can certainly envision many cases where it will be 
necessary for the General Accounting Office to have the working papers 
or specifics or whatever the report or summary was about. 

Mr. Ness. Yes. 

Mr. Fasceti. Do you have any particular problem with respect 
to that ? 

Mr. Ness. I have not had here in London, although there are cer- 
tain reports which are privileged reports so to speak, that we have 
to go through some liaison arrangement to obtain. I have in mind 
such things as OSI reports. 

Mr. Fasceti. What you are saying then is that as far as internal 
auditors are concerned, and your office, you have a very good relation- 
ship? 

Mr. Ness. Yes. 

Mr. Fascetz. But when you make a request for a special item, it 
might require some kind of a clearance before it is available to you? 

Mr. Ness. I have not had that experience personally. It may 
occur. I do know that reports, certain Inspector General reports and 
certain OSI reports, as illustration, would require some advance clear- 
ance, particularly when you get into an investigation field. 

Mr. Fascetz. Mr. Blair, I do not recall right now whether we got 
into this item earlier, but 1s there some top- -level policy on this prob- 
lem or is it still a question of going all the way up through channels 
and all the way back down ? 

Mr. Bratr. With respect to the United Kingdom, our relations with 
the Navy area audit office and with the Air Force Auditor General 
have been excellent. There are isolated instances where we have not 
been granted access to documents. 

When I was over here developing some data on the no-profits matter, 
Mr. Tank had certain cablegrams from the Department concerning 
recent developments which I asked for, but Mr. Tank did not feel 
it incumbent upon him to release the cable information. We were 
given access to the cables and were permitted to review their contents. 
However, with respect to OSI, there is an Air Force regulation that 
makes it incumbent upon the local OSI to obtain clearance from head- 
quarters before releasing their reports to us. That is something 
beyond the purview of the local agency. 
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Mr. Fasceti. We understand that. What we are trying to develop 
is whether or not from a practical standpoint we could get some top- 
level cooperation so as to relieve this burden on the local command and 
also do away with the time lag and assist the General Accounting 
Office in carrying out its efforts ‘because if you have a minimum num- 
ber of men to do a tremendous job and if you start putting a time lag 
in here about running between commands, you just slow down every- 
body’s work that much more. 

Mr. Tank. I might interject here. The example Mr. Blair referred 
to having to do with some messages that came to us from Paris, in this 
particular case they did have access to the messages. I did not feel 
that I could release them. On the other hand, since Mr. Blair was 
stationed in Paris and since he had the reference to the messages, it 
should be an easy thing for him to pick up. 

Mr. Fascent. He said it was made available. We are just trying 
to eliminate a lot of administrative effort here, if it is advisable, and 
feasible, and so forth. 

Mr. Ness. Before we leave that, could I ask a question of Mr. 
Blair? 

Mr. Fasceiy. Yes. 

Mr. Ness. It seems to me I have recently seen something on the 
Army Audit Agency? Could it be related Europeanwide? 

Mr. Buarr. That problem was resolved just last week. The De- 
partment of the Army did have a regulation which precluded repre- 
sentatives of the Army Audit Agency from making their audit reports 
available to us without prior clearance. A regulation of that kind 
impedes our work since our primary objective is to examine and evalu- 
ate the internal control functions of every agency including the agen- 
cies’ “oe section, and then develop our work program. 

Mr. Ness. I remember associating it with the Army Audit Agency 
but I do not remember the thing in the United Kingdom. 

Mr. Fasce.tt. We will get into another phase of that a little later 
on. 

Suppose you tell us now about the general problem areas which 
have come to light as a result of your work here. 

Mr. Ness. In the offshore procurement, we have an item of govern- 
ment profits. Many of these contracts were placed with a depart- 
ment of the United Kingdom Government. There were certain 
charges included in the contract prices which we felt that under a 
mutual defense effort would not be appropriate. Those charges in- 
volved such things as research and development and patent royalties 
and rental charges on machine tools which were furnished by the 
United States Government to another government embracing some 
hundred-odd million dollars’ worth of tools. 

This problem goes back to about 1953. When I say “we”—we” 
is the General Accounting Office—it pertained not only to the Lon- 
don area but to other areas of Europe. In our reviews of contracts, 
we had good reason to believe that certain of these costs were included 
in the contract prices. At that particular time there was no agree- 
ment between the governments that would exclude research and de- 
velopment, as such, or that would exclude a charge for a machine tool 
rental. It was simply our feeling that under this mutual defense ef- 
fort it was not an appropriate charge for our Government to pay. 
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This matter was brought to the attention of the Comptroller Gen- 
eral and back in December 1953 he made his submission, I believe, 
to the Secretary of Defense. That started the wheels rolling, so to 
speak, and at least brought the problem to the attention of the gov- 
ernment, or governments, to see if something could not be done about 
these charges. 

Subsequently, there were agreements reached as to research and 
development and also on machine tools.. On the items of royalties 
that I referred to, there was an agreement issued back in 1953, I think. 
There was some question whether it should be made retroactive. The 
other government took the position that it should not be. 

I would like to elaborate a little bit more on the machine tools 
rentals, too. I think I can give you a better understanding of what 
the problem was. 

These machine tools were made available to a ministry of the gov- 
ernment here, and they, in turn, under their regular operating pro- 
cedures, would loan or make these tools available to their defense con- 
tractors. 

It was not only the tools which we furnished, but they also had tools 
they had acquired of their own and so far as the contractor was con- 
cerned, he would not necessarily know that a tool for which he paid 
rental was a United States-furnished tool or one procured by the 
government agency here that furnished him the tool. So, there was 
a very difficult problem accountingwise to break out what those rentals 
would be. So far as the contractor himself was concerned, when he 
made his bid to perform the contract, it was a real expense to him. 
He had to pay the Ministry of Supply a rental. It made no difference 
to him whether he disbursed it to them or somebody else. It was a 
real cost to him. So far as he was concerned, it was something for 
which he should be reimbursed. 

I believe that the United Kingdom Government looked upon this 
rental which they charged as being in the nature of a depreciation or 
replacement reserve. I think the theory or concept was to get back 
sufficient funds so that when these tools were worn out they could be 
replaced. As I recall it from the standpoint of the British, they felt 
they had a rather good stand to take when the question was first 
brought up, especially with respect to making any adjustment retro- 
actively. I believe that at the present time—Mr. Tank can update 
you better than I could on that—as I recall the later agreement, the 
British would not charge us for machine tools and that would be 
eliminated from any contracts in the future. They did not close the 
door as to any adjustment for prior charges. They left it open. They 
would consider it and if it were feasible they might be able to make 
some adjustment. 

Mr. Fasceti. The question arose then on your determination, when 
you went into or found this thing existed, but what occurs to me is if 
it was a determinable thing why was it not determined earlier or why 
did it not raise its head when we started ? 

Mr. Ness. I am unable to answer your question as to why it was not 
detected earlier. The thing at that particular time was in a state 
where there was no agreement in effect. It was something, you might 
say, from a moral standpoint, where in our review we felt that this 
being a mutual defense effort, we should not have to pay that kind 
of a charge. 
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Mr. Fasceiu. That was something that arose as a result of a good 
business practice, good accounting and auditing practice, but it was 
not specifically covered in any agreement ? 

Mr. Ness. That is true. It was something meritorious, worthy of 
consideration, and sent through channels. 

Mr. Fasceix. It would seem to me that perhaps this should have 
occurred at two spots. No. 1, original procurement; No. 2, internal 
audit. It seems to me that the same question should have been raised 
at either one of those two points. 

Mr. Ness. That is possible. I do not like to hazard a guess. I have 
been confronted with this proposition in examining some of the con- 
tract files to get a breakdown of costs. It is important to know when 
somebody bids a particular contract price what are all of the cost fac- 
tors enauneduandl in it? Sometimes the files are not adequate in that 
respect so that you can identify and know exactly what all is in it. 
That may have been a problem so far as the procurement agency was 
concerned, and they did not obtain enough information to know that 
they were in fact paying for such charges. I say “may.” I do not ac- 
tually know whether or not the contr: wcting officer was in a position to 
exclude these costs. 

Mr. Fasceiz. It is incumbent upon the procurement agency or the 
contracting officer to make such determination of what the cost is of 
the item being purchased ? 

Mr. Ness. It is incumbent upon them to determine that the price is 
reasonable. That is actually done by asking for a price breakdown. 
They usually have some statistics available as to what costs should be, 
and they try to make comparison of them as best they can. 

Mr. Fascetu. In this $112 million worth of machine tools, what is 
the ratio of cost factor there that we are talking about in dollars and 
percentages? 

Mr. Ness. Can you give them any information on that, Mr. Tank? 

Mr. Fascetn. Several thousands or what 

Mr. Tank. I think the problem is best put this way: We provided 
this amount of machine tools to materially hasten the British defense 
production, and they placed them in the factories that most needed 
the machines. It might be that in a particular factory they put in 2 
tools and in another case they might have put in 10 or 12. It may also 
be that subsequently when we let an OSP contract that if that factory 
was very busy at that time then you could say, “2 tools for us and 10 
for them.” That is, a proportional share. If the factory was not 
too busy, as happened several years later, it is very difficult to deter- 
mine whether or not they used our tools or their tools and in what 
proportion on our particular order. The records were never kept 
that way, you see. They kept very meticulous records about each tool 
and just exac tly where it was at all times. 

Mr. Fasceii. How would this be reflected in what we are paying for 
this if we do not know how we are going to charge rental? I realize 
it is complex. 

Mr. 'Tanx. You mean the rental that the company paid to the 
Government ? 

Mr. Fascetn. No; not that so much, but how is it reflected in the 
cost of the item that we are procuring ? 

Mr. Ness. Possibly I could answer that this way: Any kind of 
selling by a manufacturer, he has to make himself whole for all of 
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his costs plus what profit he intends to make. Since this is a cost to 
him, out-of-pocket payment, he has to include it in his contract price. 
I do not know what the life of those tools would be, but, taking as a 
start the concept that it represents a depreciation charge 

Mr. Fascetu. Let us take the other concept, though. That is, what 
it means to me is that we rented out $112 million worth of tools. 
The man put it into his costs. What it amounts to is that we gave 
him $112 million. 

Mr. Ness. We gave him the machine tools. The thing we are com- 
plaining about is that we were having to pay for the use of those 
tools after giving them to him. 

Mr. Fasceti. With respect to this contract, was there any question 
there about royalties on this particular phase of it! 

Mr. Ness. These costs appeared in various offshore-procurement 
items. It isnot asingle contract. The question of royalties certainly 
has appeared in some of the offshore-procurement contracts. 

Mr. Fascett. Not with respect to this particular thing, but as to 
whether or not a royalty on the same item was included in the cost 
of the contract ? 

Mr. Ness. Yes. I think we have established that there have been 
some royalty payments. Maybe Mr. Blair could elucidate a little on 
that. 

Mr. Fascetxi. I do not want to get off this machine-tool thing. 
Did I understand you to say that this has been resolved, or an agree- 
ment has been reached on it ¢ 

Mr. Tank. Resolved in principle, and agreement has been reached 
on that in that there should be no machine-tool rentals included in 
any offshore-procurement contracts that the United States engages in 
for the benefit of NATO Powers. 

Mr. Fasceizt. From the date of the agreement forward ? 

Mr. Tank. From the date of the agreement forward. As far as the 
past is concerned, this is yet an open question. 

Mr. Fascetu. It isa matter of negotiation 

Mr. Tank. They have not committed themselves completely to it, 
as Mr. Ness pointed out, but the British raised the question of tech- 
nical feasibility. How can we really find out what the cost was, be- 
cause of the factor that I mentioned? If we knew that a particular 
plant was staffed completely with United States machine tools, we 
could say, “All right. Whatever rate you are paying, 10 percent is 
ours.” That is not the way it was done. They claim that it is not 
feasible to go back into the past and determine what the cost was. 

Mr. Fascetu. This is the area of discussion ? 

Mr. Tank. Yes. We have not accepted that position. We say 
that we will look into this. What we have done, in fact, has been to 
move this to Washington and say, “Please send us a team to go ahead 
and do this.” We are not staffed to do this, and we do not have the 
capability here to conduct the particular technical review of this 
program necessary. 

Mr. Fascett. Mr. Tank, is this negotiation a primary responsibility 
of yours; that is, in the position which you hold? 

Mr. Tank. Not a primary responsibility. In a sense, yes, because 
we happen to be on the scene and have local contacts with the British 
Government. These matters are negotiated by Mr. Hoagland, who 
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is in the office of the DEFREPNAMA in Paris. He has come over 
here on a number of occasions, and we jointly have gone to the British 
to conduct these negotiations; particularly, the person who did this 
happened to be my “former boss, Mr. Brown. In order to arrive at 
this agreement, he found it necessary to have personal discussions on 
more than one occasion, quite a few occasions with the Minister of 
Supply himself. Only as a result of a new minister coming in and 
wanting to clean up a lot of things have we been able to accomplish 
anything. 

Mr. Fascety. This has been a joint proposition between them and 
the special representative of the Defense Department ? 

Mr. Tank. Who has a particular responsibility in this area. 

Mr. Fasceiut. The particular agency or command is not involved in 
this, exe ~ through the special representative 4 

Mr. Tank. That is true; yes. 

Mr. Montreomery. Mr. Tank, I would like to get on the record the 
date of this agreement with the United Kingdom with respect to the 
machine tools. 

Mr. Tank. I would say that that was about the 17th of June. 

Mr. Monteomery. This year? 

Mr. Tank. This year. 

Mr. Montcomery. At that time, was not the offshore-procurement 
program substantially completed to such an extent that the elimina- 
tion of this cost factor would have little significance, dollarwise, on 
the program 

Mr. Tank. As far as the future program is concerned ? 

Mr. Montcomery. Yes. 

Mr. Tank. I do not know. I think it is true that the bulk of it—I 
would not say the bulk of it—but I think it is true to say that the 
offshore-procurement programs have decreased in a each year 
ever since the second year of the program’s history. I do not know 
what the total was last year. That, the Defense representative in 
Paris could tell you. Nor do I know ‘what the total is likely to be for 
the following years. It may be that there may not be very much 
business of this type in the future. It may be that it might grow 
again. 

“Mr. Fascety. The problem there is this: While it is very fine to 
have reached an agreement with respect to the principle, the problem 
is that this thing has been going on for years. That is, the procure- 
ment? 

Mr. Tank. That is right. 

Mr. Fascetn. Now, we find that the problem is raised at this point 
and it has been settled with respect to future activity, but the big area 
is whether or not it is going to be possible to do anything about the 
money which is due from past action. We are talking in a scale 
now of several billion dollars over a period of years. That would 
seem to me to be the big factor. The thing we are interested in is 
the fact that Mr. Hoagland has been on this job as special representa- 
tive for the Defense “Department since early last year. While we 
realize it is complex and a tremendous job, we are also interested in 
knowing how far along we are moving on it. Let us get into the 
next area here. The next topic is research and development or 
royalties. 
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Mr. Ness. The research and development costs fall in the same 
category in that these contracts were negotiated and had charges in 
them for research and development. The Ministry of Supply, I un- 
derstand, finances those charges and makes assessments on the con- 
tractors to reimburse them. 

Mr. Fascetx. In other words, we are talking about Government- 
held patents, which a private contractor is using and has to pay the 
United Kingdom Government ? 

Mr. Ness. Speaking of the research and development first. On 
the research and development, I understand the British Ministry of 
Supply operates much in the nature of a revolving fund. They will 
pay for the research and development. 

Mr. Fasceiyi. And expect the contractor to pay them ? 

Mr. Ness. To pay them as he gets contracts for the end items. 

Mr. Fasceti. So we are talking about Government money being 
a factor in the determination of cost on United States procurement / 

Mr. Ness. That is right. 

Mr. Fascetxi. Is what we are talking about a moderate amount, a 
substantial amount, a tremendous amount, or what? 

Mr. Ness. It is difficult for me to assess what the amount is. Some 
of these contracts might originate in another country, such as Ger- 
many, which would place a contract here. I do know that some re- 
search and development charges have been included in those contract 
prices. I think this started out as a result of a review of early signal 
contracts and the question may have been involved in the procurement 
of Centurion tanks and the first Sea Hawk contract. 

How many other contracts may be involved: 

Mr. Fascetyi. Are those the things that Captain Metzger can tell 
us about ? 

Mr. Ness. I believe that he can tell about the Sea Hawk contract. 
Mr. Tank might be able to give you a little on that, too. 

Are you up to date on that ? 

Mr. Tank. I have not checked into that one recently. I can look 
into it again, 

Mr. Fasceti. Do you have any questions on this phase, Mr. Mont- 
gomery ? 

Mr. Montcomery. Only this: Has this problem been resolved by 
recent agreement ? 

Mr. Ness. Yes. It is my understanding that it has been resolved 





to this extent. As of the date of the agreement, which is rather 


recent, from then forward there will be no more charges for research 
and development. It was not made retroactive. The British position 
has been consistently, I believe, that a charge for research and de- 
velopment is an appropriate charge for all of their contracts. I 
believe that if they get a contract, let us say, from one of their com- 
monwealth nations they would likewise include a charge for research 
and development. 

Mr. Fascetx. The difference being that if you get a private con- 
tractor who privately charges into overhead research and develop- 
ment costs, that is one thing. If you have a Government charge for 
research and development for overhead costs, that is another thing. 

Mr. Ness. That is true. I think the position that we have held is 
that these research and development costs, so far as the British 
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Government was concerned, would have gone on anyway. They were 
not necessarily dependent on the OSP. 

Mr. Fasceii. That is exactly the whole pomt. The question is 
whether or not it is proper to charge off a share of it to United 
States procurement. 

Mr. Tanx. The Ministry of Supply normally conducts a lot of 
research and development in the military area for its contractors and 
for producers here. Then it makes that information available to 
them against a standard cost. 

Mr. Fascety. So we get some idea of the scope of this thing, what 
is a normal percentage, if there is such a thing, that you found that 
research and dev elopment takes in production? Are we talking about 
10, 15, or 20 percent, or what ? 

Mr. Ness. I do not believe I could identify the percentage. I 
think one factor would be the production run scheduled to absorb that 
type of expense. Accounting-wise that would be one factor involved. 

As an illustration, one of the contracts for end items, as best as I 
can recall the figure, was around $124,000. I think it has a research 
and development charge of around $4,600. I am not identifying the 
end item. ‘That is classified. 

Mr. Fasceii. What is the percentage ? 

Mr. Ness. About 3 percent. 

Mr. Micuet. Not even that. 

Mr. Ness. Four percent. 

Mr. Fascetu. It becomes a rather significant factor if you extend 
it to total production; that is, total procurement over a period of 
years ? 

Mr. Nzss. It becomes very important when you have large contracts 
and high dollar-value contracts. 

Mr. Fascetyi. Assuming that any figure you want to arrive at—say 
we are talking in the neighborhood of $6 billion or $7 billion—if you 
apply a 4 percent factor to that you are talking about a lot of money. 
If it were applicable to all procurement, that is, 1 am not sure that it 
is. 

Mr. Ness. I am quite sure that it isnot. There is certain electronic 
equipment involved. 

Mr. Fascetu. Let us get back to this other question, Mr. Tank. 

Is the area of the retroactivity of the agreement still open or closed ? 

Mr. Tank. On research and development I think it is closed. 

Mr. Fascety. In other words, we have had it? 

Mr. Tanx. Yes; they agreed to waive it for all future contracts 
with one exception. That is, if the Ministry of Supply in a future 
contract is required to undertake new development at our request, 
then that would be paid for. If not, or if no new development is re- 
quired, it would be waived. 

Mr. Fascetn. Obviously this was a decision that was arrived at our 
top level ? 

Mr. Tank. Yes. 

Mr. Fascetu. It had to be. 

Mrs. Harpen. How recently has this been resolved ? 

Mr. Ness. Mr. Tank, can you answer that ? 

Mr. Tank. All of these problems have been debated back and forth 
for well over a year now. I would say that they have all been resolved 
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effectively as of last June in an exchange of letters between the Min- 
istry of Supply and the Economic Minister for the United States. 

Mrs. Haren. I believe you said June 17? 

Mr. Tanx. I said June 17, which happened to be the date of the last 
letter from the Minister of Supply. 

Mr. Fasceti. What is the status with respect to the area of royal- 
ties. Isthere any agreement on that? 

Mr. Tank. I think that maybe Mr. Ness wants to speak to that first. 

Mr. Ness. As I under stand that, it was covered. It was not in the 
nature of machine tools and research and development. You might 
say it was nothing more than a moral obligation. I do not have the 
date, but this agreement was negotiated after the offshore procurement 
program was well in force. The agreement provided for no retroac- 
tivity—would you say—anyway it took care of those charges and they 
exempted them from contracts after the date of agreement but did not 
make any provision for contracts preceding the date of the agreement. 

Mr. Montcomery. The patent agreement ? 

Mr. Ness. Yes. 

Mr. Fascetx. When was that? 

Mr. Tank. About 4 years ago. 

At that point the British waived all future charges and said it would 
not refund the past. Apparently the agreement was satisfactory and 
they agreed to it at that point. We have been asking them more or 
less even since please to reopen it. They said, “You signed that agree- 
ment with us and you agreed.” 

That was agreed to, and the UK says at the top level the Ministers 
signed it and we just do not see why we should be asked to reopen it. 
They consistently refused to. 

Mr. Fascetxt. We think it is substantial enough to :nake an effort to 
get it reopened, if we can, despite the fact that 4 years ago we 
waived it? 

Mr. Tank. I do not know whether it is substantial or whether we 
should just reopen it on principle. The amount does not come into 
this. 

Mr. Micuen. Mr. Ness, getting back to this item of $124,000, let us 
say the per-unit cost of the item was $4,600. Would it not be the 
General Accounting Office position that another contract for a sim- 
ilar item, for a thousand units, that that research and development 
charge per unit should be diminished accordingly? Should it not be 
diminished proportionately ? 

Mr. Ness. Not necessarily. The item would probably be set out in 
the contractor’s cost negotiations. 

It may or may not be the same. I am just not that familiar with 
how the British reimburse themselves for the costs of their research 
and development. 

Mr. Tank, could you answer whether they have standard charges 
for their contractors? 

Mr. Tank. I have never gone into it in that detail. I understand 
that they conduct research and development on behalf of their con- 
tractors and the cost of the research and development is parceled out 
among the people who get the orders. When the British Government 
orders from the same contractor, they also pay some of their own costs. 

The British contractor selling on a worldwide basis is able to pass 
along the cost of research and development to whomever he sells. 
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Mr. Fasceut. Any further questions on this phase of it ? 

Allright, Mr. Ness. Let us get into the problem of taxes, 

Mr. Ness. That is another problem we run into. It dates back to 
the early part of calendar year 1953. These contracts were placed in 
another country, and I Sellers that initially at the time the contracts 
were placed there was no bilateral agreement between our country and 
this country with respect to exemption from taxes. Shortly after this 
procurement was placed, a bilateral agreement was entered into which 
exempted us from the payment of certain taxes and customs duties. 
We were making a contract review in the Offshore Procurement 
Agency and we came across this contract and, in examining it, it ap- 
pe: ared to us that there were included in the contract price allowances 
for certain taxes. So we brought this matter to the attention of the 
Agency and they, in turn, took it up with the contractor. I presume 
the other government was involved. They were successful in getting 
this contract pri ice reduced to the extent of some $43,000. 

Mr. Fasceitit. What year was this? 

Mr. Ness. This goes back to about March 1953, as best I recall. 
There were some other contracts which had been, or which were in 
existence at the same time, and these contracts were on a smaller scale 
but I understand there were reductions because of the tax exemption 
in the neighborhood of about $13,000. That first brought up the issue 
of taxes. Since that time all of the procuring agencies have been very 
much concerned with it. It is an item that they gave a great deal 
of attention to and in the Navy we work very closely with their pur- 
chasing office and the Navy Area Audit Office on the tax situation. 
They keep me currently informed of what the present problems are. 

We still have problems outstanding. These contracts were placed 
directly with the contractor, but under our bilateral agreement we 
are exempted from the tax so that the government of the particular 
country has, in turn, to make this tax relief available to the contractor 
in order that it can revert to us so that there is a government involved 
in it. This is a complex problem. 

Mr. Fascrti. These contracts involve both private and government 
corporations ? 

Mr. Ness. There could be some government corporations. I am 
not certain that they are, that the government owns an interest or 
owns them outright. I have reason to believe that the government does 
own an interest in some of them. I could not prove it. 

Mr. Fascett, Is that the subject of current negotiation ? 

Mr. Ness. Yes; we have two contracts outstanding now with that 
question and that has been in dispute between the contractor and 
ourselves. 

I believe one of those contracts, the contractor may have accepted 
a supplemental agreement. Is that right, Captain Metzger? 

Captain Merzcrr. That is right. BPD did. 

Mr. Ness. That was in the amount of twenty-two or twenty-four 
thousand dollars ? 

Captain Merzcrr. Yes. 

Mr. Ness. Do you recall the date of that adjustment ? 

Captain Merzcrer. About 6 months ago. 

Mr. Fascetz. Was this a matter that you handled yourself? 

Captain Merzarr. Yes, sir. 
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Mr. Ness. The other contract, the item is still in dispute. It is a 
larger sum involved. I believe it is in the neighborhood of $220,000. 

Mr. Fasceitn. That is still in dispute? 

Mr. Ness. As I understand it, the contractor will not pay at the 
present time. I believe Captain Metzger is up to date on that. 

Mr. Fascetu. In these private contracts is there any provision with 
respect to either a percentage or holdback or redetermination at the 
close of the contract ? 

Mr. Ness. Yes; there were provisions in the contract. 

The initial intention was that at the time the contract was nego- 
tiated, all taxes would be eliminated. 

Mr. Fasceti. No later determination when the contract was let as 
to what the ultimate tax will be? 

Mr. Ness. That is true, because the Italian Government deter- 
mined the rate of tax refund. It haschanged. In these two contracts 
which are outstanding now, that was the situation. The rates were 
changed before the contract was fully performed. As to that pro- 
duction which took place after the change, we have a more or lesser 
tax relief. 

Mr. Fasce.u. Then you had to get into the problem of how much it 
was related to the total production of the contract ? 

Mr. Ness. That is correct. 

Mr. Monteomery. This change you are speaking of is a tax decree? 

Mr. Nzss. Yes. 

Mr. Montcomery. That is an estimate of the taxes included ? 

Mr. Ness. That is right. Their tax is a sort of pyramiding tax. It 
would be impractical to determine the tax on every article you pro- 
eure. The authorities there estimate what the tax cost would be. It 
is expressed in the term of a percentage of the contract price. 

Mr. Monteomery. You were talking about an increase. That was 
by virtue of a new tax decree from the government involved ? 

Mr. Ness. That is right. 

Mr. Fascetn. Let me ask Mr. Tank a question. Is this subject mat- 
ter of taxes, and what not, within your purview ? 

Mr. Tank. I am not entirely familiar with it at this point. 

Mr. Fascetxi. In other words, the question of recoupment is not 
within the joint purview of Mr. Hoagland and the State Department ? 

Mr. Tank. Whom have you talked to on the tax matter, Mr. Ness? 
I have not personally gotten into this. 

Mr. Ness. I do not believe it has been brought up to your level. 
Whether it will get there eventually, Iam unable to say. I have been 
dealing with the Navy people here, and they have kept me informed 
of the problem. 

Mr. Tank. If you get to the point where these things cannot be 
resolved, and this is a matter of negotiating an arrangement with the 
United Kingdom Government, why, then, we will be called in to assist 

with these negotiations. 

Mr. Fascetzi. Mr. Ness, the reason we have been asking these ques- 
tions is because of the fact that this committee was given the under- 
standing that, as of sometime last year Mr. Hoagland, as Defense 
Department representative, took complete responsibility away from 
all procuring agencies with respect to any negotiations. He further 
testified that all negotiations were pending and that nothing had been 
concluded. 
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Captain Merzerr. Mr. Chairman, I should not, perhaps, interrupt, 
but I do think that the subject it getting confused fake This matter 
of the Italian taxes is not a part of the no-profit negotiation itself. 
It is a separate contractual agreement which must be worked out. I 
do not think that Mr. Hoagland took everything away from the con- 
tracting officers. This tax thing is a little private contractual prob- 
lem to be worked out. 

Mr. Fascett. It is still being resolved by the contracting officers or 
agencies ? 

Captain Mrrzerr. Yes; under the dispute clause of the contract. 

Mr. Fascetx. Despite the fact that the contract might be let to the 
Government or a private contractor ? 

Captain Merzcer. Correct. 

Mr. May. How many corporations are we talking about in the 
United Kingdom ? 

Mr. Ness. This item in dispute is on a single contract. 

Mr. May. How many different corporations do you encounter doing 
business with agencies, roughly ? 

Mr. Fascetz. I think we had prior testimony on that. It was sev- 
eral hundred corporations. 

Mr. May. We had it for the overall figure for the whole operation. 

Mr. Bratr. That was the overall estimated figure. Our examina- 
tion, which was conducted jointly with Army Audit, involved some- 
thing in the neighborhood of 15 or 25 companies. We have examined 
just one area of the OSP program with respect to particular end items 
and confined the audits to firms producing that particular end item. 
I am not in a position to speak about the number cf concerns that 
the Navy has examined. They have examined another end-item area. 

Mr. May. Are those all British corporations? 

Mr. Buiatr. No; with respect to the tax problem we are talking 
about another government. 

Mr. Fasceti. I think what he is getting at is, is the procurement 
originated here ? 

Mr. Buarr. The procurement was accomplished by the procurement 
divisions of the three military services. You have Air Force, Army, 
and Navy contracts. The location of the procurement offices differ 
with respect to each service. 

Our examination was confined primarily to this one Government. 
The examinations covered other countries also, but the problem has 
not been as acute at this time in the other countries. 

Mr. Fascetyi. Let us go into some other area now. 

Mr. Ness. On the supply side of our activities, we have been in the 
Northern Air Materiel Area at Burtonwood. We had a recent report 
and it has not yet cleared our office. This review is one which we 
made primarily to determine the handling of reparable or unservic- 
able property. The depots have a responsibility for receiving equip- 
ment from the bases when they are unable to repair the property and 
they might either contract it out, repair it themselves, or they might 
return it to the prime depot in the Zone of Interior for repair, 

In our review we found that the depot was repairing certain items 
of property for which they had no requirement. There were not too 
many of these items, but enough to alert us that something was wrong 
with the control procedures. 
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So, we did a little checking in supply on a sample test basis and we 
found three areas where the agency was buying, requisitioning equip- : 


ment for which they did not have a firm requirement. In one of the th 
areas they had items on requisition at the same time they were dis- | 
posing of the same item. fi 

I 


Mr. Monteomery. Surplus? 
Mr. Ness. Excess. It goes through a screening operation before it sé 
becomes surplus. We also found ‘they were requisitioning certain 


equipment for which they no longer had support responsibility. We th 
found that they were requisitioning high-value items for which they fo 
had no customer and for which they were not authorized to stock ; 
level. We brought these matters to the attention of the supply officer mS 
and asked him to put his people to work on it to make these reviews. 

I would like to state that the depot has approximately 200,000 line of 
items of property. It is a tremendous volume and there were 1 or 2 ti 
of our men working on the job who obviously could not research many in 
of those 200,000 items. ~ 

We got splendid cooperation from the supply officer as soon as we th 
brought it to his attention. He took action immediately. He did oe 
two things. First, he instructed his people to make a complete review 
of the property records and then he imposed a requirement upon ex 
them to report to him weekly as to what the results of these reviews to 

an 


were. They made these reviews and the supply officer informed us of 
the progress that they were making. f 
As a result, there were canceled, in all, some $4.5 million of requisi- a 


tions for property. [ might say that in each of these three areas co 
where the depot was relieved of responsibility for support, or if they 

had no customer for an item, or when they were checking their levels 
and processing excess property, they oat have examined the status Sif 


of the property accounts. If they had requisitions outstanding, they ’ 
should promptly have canceled them. They failed to do that. uc 
I would like to put in a few remarks about Colonel Hamilton, the 
supply officer there, because without his very able help we would never 
have been able to accomplish as much as we did. 
Mr. Fasceiti. He was not the supply officer at the time all of this 


accumulated, was he ? fo 
Mr. Ness. I do not know specifically. Colonel Hamilton had only 

been there a short time. He came to NAMA in about June of 1956. of 

I knew the gentleman in the States and I worked with him at Gentile tol 


before I came here. 
I do not know that since he has been at Burtonwood, he has made a 
great deal of improvement. He apparently walked into a situation 
that was rather bad. He told me that when he got out there he found va 
that nobody seemed to have responsibility for. anything. He could st 


not go to anybody when he had a problem to find out who was to take 
care of it. The des thing that he did was to reorganize his personnel de 
and establish responsibility with individuals. He set up commodity dis 
managers of various property classes and when a problem arose in 
that property class, he went to them and it was up to them to settle col 
that. “ 
Mr. Fascetu. Now, if the same thing occurs, he would know in a dis 
minute that whatever the call on the prime depot was, he would be = 


called upon to correct that; is that what you are getting at? , 
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Mr. Ness. He would know that he had a man responsible for taking 
any action which was required if they had a change in the program 
that affected their requirements. 

In a sense, since Colonel Hamilton holds the job now it is a reflection 
on him and I wanted to point out that he is, in my opinion, one of the 
finest supply officers I have run into. He is a pusher and a good or- 
ganizer. 

Mr. Fascetx. I do not think it is a reflection on him. The only 
thing I would do would be to give him credit for correcting what he 
found. 

Mr. Ness. We certainly commend him for taking very prompt and 

vigorous action to clear the matter up. 

Mr. Fasceit. Obv iously, if you are talking about after, as a result 
of this review, you had a canceling of $4.5 million worth of requisi- 
tions on a prime depot and if this had not happened and had been 
introduced in the command supply system here, since there was no 
requirement and equipment was not there and they did not have au- 
thorization for it, it would have wound up as excess and would have 
gone ¢ 

Mr. Ness. Very probably a large portion would have wound up as 

excess, plus the cost of shipping, p: yack: aging,and handling. It is hard 
to put a dollar tag on an operation such as that. We feel a substantial 
amount was saved. 

Mr. Fasceii. Dollar tags are important, but also important is the 
fact that you are able, as a result of this, to tighten up administrative 
control to prevent it happening again. That is even more important? 

Mr. Ness. Yes; it is. 

Mr. Fasceizt. Does that about cover the general areas that are of 
significant interest ? 

Mr. Ness. I blieve that it does, unless you have some further ques- 
tions. 

Mr. Fasceti. Mrs. Harden? 

Mrs. Harpen. No questions at this time. 

Mr. Fasceti. Mr. Michel ? 

Mr. Micuer. On this scrap depot item, it is a little puzzling to me 
for several reasons. 

Would Mr. Ness know anything about the operation of that? First 
of all, we were talking about the scr ‘ap at a going rate of about $45 a 
ton. Is that really the going rate here in England? Do you know? 

Mr. Ness. Do you know, Mr. Blair? 

Mr. Buarr. No; I do not. 

Mr. Ness. I have the impression that it is around that amount. 

Mr. Micuet. Does anybody in the room know what the going rate 
is in the United States now ? 

The next question is, do we lose in the operation of that scrap 
depot, do we lose complete control of that at that stage when they 
dispose of it ? 

Mr. Ness. On outright sale we would lose control. We lose ac- 
counting control from the time that the property has been screened 
as excess and there is no demand for redistribution. It then becomes 
disposal property. At that time it is so many pounds of metal, wood, 
or electronics and so on. We lose accounting control at that time. 

Mr. Micuet. Mr. Tank, does Germany buy any of this scrap? 
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Mr. Tanx. I do not have any idea. Germany is in the market for 
scrap but whether they bought any of this particular scrap, I do 
not know. 

Mr. Micnet. On the matter of OSP, is it strictly offshore owner- 
ship of the corporations with which we are doing business? Do we 
know if any of these corporations offshore have extensive ownership 
in the United States ? 

Captain Merzcrr. I can comment on that. In Britain there is a 
very strong attempt made to insure that the British corporations are 
independent of United States domination. I think that in I. T. & T. 
and others, it is inevitable that there are connections with the home, 
parent company, but they are autonomous, incorporated companies 
in the countries with which we deal. They may very well have a par- 
ent company which they use for knowhow but they are autonomous 
European entities. 

Mr. Fascety. In that sense they do make a contribution to the local 
economy ? 

Captain Merzcer. Yes, sir. 

Mr. Fascetzt. That is what he was getting at. 

Captain Merzerr. In any case, there is no—— 

Mr. Montcomery. For example, Curtiss-Wright Europe? 

Captain Merzcrr. Yes. 

Mr. Micuet. What percentage of the British budget goes for de- 
fense? 

Mr. Tanx. Currently 814 percent of GNP and about a third of the 
government budget. 

Mr. Micuet. A third of their budget? 

Mr. Tanx. Yes. 

Mr. Micuen. What is the gross national product in pounds? 

Mr. Tank. About 20 billion. 

Mr. Micue. The defense expenditure is what percentage of the 
gross national product ? 

Mr. Tank. Currently about 814 percent. Currently it has ranged 
between 814 and 9 percent for the last 4 years. That happens to be 
the highest for Western Europe. 

Mr. Fascexi. I was just going to ask you to relate that. 

Mr. Tank. It is the highest in Western Europe with the possible 
exception now of France as a result of unusual expenditures that 
they have had in Algeria. TI think it must compare with about 914 
or 10 percent in the United States, which is the highest of the NATO 
countries. 

Mr. Micner. That is what I was just going to say. I was using 
that as a general frame of reference. The indications in Paris were 
that it was around, roughly, 9 percent. 

That is all for now. 

Mr. Fascetz.. Mr. May? 

Mr. May. That isall. 

Mr. Bucxiry. Mr. Chairman, in this report it states that— 

* * * The branch reviews of Army supply operations have disclosed that the 
program for the disposition of excess material has been, and continues to be, 
inadequate. Large quantities of excess material have been, and continue to be, 
grenerated which are not being processed properly into excessing channels. 


These excess stocks are taking up warehouse space critically needed for current 
operations. In addition, care and custody costs are being incurred * * *, 
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Are there any specific examples where this is continuing ? 

Mr. Ness. That is in reference to the Army report? 

Mr. Bucxiey. Yes. 

Mr. Ness. We do not have that here in the United Kingdom. 

Mr. Fascetu. If it does not apply to the operation here, let us let 
that go until another time. 

His question is, Where do you have that situation here? 

Mr. Ness. Not to my knowledge. The disposal agency here is 
NAMA and they have in the past 6 months practically cleared their 
warehouses of all of their reparable property, at least. Whether they 
still have it on hand for sale, or how much, I do not know. I am not 
up to date on that. 

Mr. Bucktiey. There is one other point, Congressman. 

It was mentioned that in a period of 2 or 3 months, as a result of 
reviews, you were able to save some $4 million in purchases. 

Mr. Fascetu. No, canceled requisitions. 

Mr. Buckiey. Canceled requisitions. 

Mr. Ness. That is right. 

It is where the depot did not have the item on hand and had to requi- 
sition it from the depot in the United States. In the meantime, the 
requisition was outstanding, in the pipeline, and where we had a 
change in those cases, it was required to cancel that and stop shipment. 

Mr. Bucxiey. You mentioned at the same time they also had large 
stocks of excess backed up and also an inadequate review of improper 
information being furnished to that individual agency. Would you 
have any estimate of how much of that excess material would not have 
been excess had proper control been exerted? In other words, you 
were talking about savings, but what was the amount of losses as a 
result of improper control or improper information being furnished 
to an agency ? 

Mr. Ness. What was accomplished was stopping the property from 
being shipped over here. I believe the statement that I made was 
that if the action had not been taken, the property would have been 
shipped and probably would have wound up as excess. That, of 
course, is just a prediction. There are criteria for the disposal or 
return of the property when the handling and shipping costs exceed 
a certain percentage of the acquisition value of the property and they 
will not ship it. They will declare it excess and dispose of it. How 
much of that property would have been in that particular category, 
and received here and later disposed of, there is no way of knowing. 

Mr. Fasceti. Mrs. Harden? 

Mrs. Harnen. I have a question. 

When and by whom is the excess material declared surplus? 

Mr. Ness. It first goes through several screening processes. When 
an agency has excess property, it will circularize it to any other of its 
own components. The Air Force would first go through all Air Force 
installations to see if they needed it. This is Europeanwide, not only 
here but anywhere in Europe. It is also reported to the prime depots 
in the United States who examine their stock positions worldwide, 
and find out if they need it or do not need it. If they find no require- 
ment for it, then it is reported and I believe the procedure is still the 
same, through the Materiel Redistribution Division. I think that 
comes under Navy and they, in turn, circularize it to all of the military 
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and finally GSA gets a chance to obtain certain of the property if it 
wants it. After all of this screening—and there are certain limita- 
tions placed upon this—if they get no response in a certain number of 
days, it is assumed there is no requirement for it and they are per- 
mitted then to transfer it for disposal. 

If so, at that particular time, the officer will then arrange for sale 
or other disposition. 

Mrs. Harpen. Do local municipalities have an opportunity to buy 
it first before it is offered to the public? 

Mr. Ness. On certain items, there may be other of the NATO or 
friendly foreign governments that have an interest in that particular 
item which they would try to make available to them first. We have 
had some World War II vehicles and spare parts which other nations 
under NATO have obtained and could use them. We tried to channel 
them first to those governments, Generally, they got a better price 
for that disposal than if they had put it up on the market where every- 
body had a chance to bid on it. 

Mrs. Harpen. I knew that had been the procedure and I wondered 
if it had been changed recently. 

Mr. Ness. I do not believe so. It is not across the board. These 
are specific items where it is known that these governments would 
have an interest in the item. 

Mrs. Harpven, Thank you. 

Mr. Fascrtu. The point there is that while there is no way to deter- 
mine what would have happened if these items did come into the sup- 
ply system here, it is true that you would have had transportation 
costs here to some places, plus all the administrative wrangling that 
goes into it. That is inevitable and in an indeterminate amount. 

Mr. Ness. The percentage of return on disposal makes us wonder 
sometimes whether it is worth the expense incurred in getting it to 
the disposal site for sale. 

Mr. Fascern. That has been a problem we face governmentwide 
every day. 

There is one other thing I want to touch on. We have to move 
along before we find it is too late and they have closed for lunch. Even 
Congressmen have to eat. 

Mr. Montgomery was telling me something a while back about a 
visit to the MAAG office with respect to the information that this 
subcommittee was trying to develop, and at one point in the course of 
the discussion you were excluded. What is the story on that? 

Mr. Montcomery. Excuse me, Mr. Chairman, but could Colonel 
King please cite the regulation that pertains to this? 

Colonel Kine. The regulation for that is AF R-205-1. 

Mr. Ness. Mr. Montgomery invited me to sit in on these prelimi- 
nary discussions that he was having with the MAAG. We had con- 
sulted with Colonel King, and he explained the situation to me that 
we would be getting into certain classified areas which required a 
need-to-know clearance and they did not have time to get a clearance 
for me, so he asked me if I minded, when they got into those areas, 
if I would excuse myself. 

Mr. Fascetx. Need-to-know is a very sore subject. I can appreci- 
ate your position, mind you, but the point I am getting at is, are you 
under instructions with respect to the General Accounting Office that 
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it has to be on a need-to-know basis and has to be submitted to higher 
authority ? 

Colonel Kine. Very definitely written instructions. We could not 
have allowed him to sit in on the top secret portion of the briefings. 
He could not sit in on the top secret discussion without a determina- 
tion first having been made as to need-to-know and then submitting 
it through channels for approval. 

Mr. Micue.. How long would it take for that approval normally? 

Colonel Kine. I would hesitate to hazard a guess, I doubt if they 
could come down very quickly for the approval. They would wonder 
what you wanted to talk about. By the time we sent a top secret 
wire telling what we intended to speak about, and then have them 
look it all over, and say, “You can say this and that,” I do not know. 
They might have answered right away. 

Mr. Fasceiu. It might have been a month or two? 

Colonel Kine. It might have been a week. 

Mr. Ness. The problem of security has always been a problem to 
us. I do not want to create the impression that we do not get co- 
operation from the people that we deal with. We have very good re- 
lations with all of these organizations. 

Mr. Fascetu. Mr. Ness, we understand that. What we are think- 
ing, or what I am about to say, has no relationship to Colonel King 
or any of the operations of the MAAG. It is absolutely fantastic that 
the GAO, which has placed upon it the responsibility governmentwide 
of the entire operation of the Government and dealing with all of the 
funds and which may involve policy questions, should have to go 
through any kind of process that the colonel just described. This 
is not your fault and it is not his fault. Certainly somebody needs to 
take a look at top level with respect to operations of the General 
Accounting Office. Every time we turn around we run into this 
problem. 

In one case we had a 40-page report and 2 pages were classified so 
they had to classify the whole report. I realize that we are all inter- 
ested in the national security, but there is a point at which these 
considerations almost become ridiculous. Certainly, when you apply 
it to the operations of the General Accounting Office, I just cannot 
see it. If you are not entitled to top-secret clearance, then I am not 
entitled to one as a Congressman. 

That goes for offshore procurement, too. I cannot see why if we 
have negotiations pending between countries and if there is a differ- 
ence of opinion on a business basis, why in the world should that be 
classified? Whether it is political or military, I cannot see why that 
should be so. We do not have to get into the end item, use, amounts, 
or anything else. But there, again, because of the fact that a par- 
ticular thing is classified, we have created misconceptions and appre- 
hensions and doubt with respect to the operations of the whole pro- 
gram. I think it is very unfortunate. 

IL havesaid my piece now. 

Mr. Micuet. Could that approval have come from CINCEUR? 

Colonel Kina. No, sir. 

Mr. Micuet. You go through channels, I suspect, in going back 
and asking for that? 
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Colonel Kine. I am not sure. I would like to look at the regulation. 
I believe in the case of the regulation, it goes directly back on this 
one. I think that is handled separately. 

Mr. Micuet. It might save a couple of days? 

Colonel Kine. It depends on what you are asking Army, Navy, or 
Air Force a question on. Each service has its own regulation. 

Is that right ? 

Colonel Suirrrin. That is right. That was Air Force on that one. 

Colonel Kine. I would like to point out one thing. I am not taking 
sides on whether it should or should not be an exclusive protection, 
but in this particular case the information that he was excluded from 
had nothing to do with financial figures or anything of the kind nor 
with accounts. It was purely and simply involved with NATO force 
goals. Whether he should be excluded from that, I am not arguing. 

Mr. Fascetu. We are not questioning your judgment. I can very 
easily see a relationship between force objectives and the amount of 
money we are spending in any given country, particularly when the 
statement can be made when there is no relationship between expendi- 
tures and force objectives. 

I understand that it is out of your hands. There is no criticism 
directed to you at all. 

Mr. Buatr. Mr. Chairman, there is a misunderstanding that the 
General Accounting Office looks only into fiscal matters. That is not 
correct. We are charged with looking into all matters relating to 
the receipt, disbursement, and application of public funds. There are 
certain statutes that implement that broad mandate which requires 
us to look into other than fiscal matters. We are required to examine 
property, procurement, and these other things. 

Colonel Kine. I understand that, too. This regulation, however, 
pins it down. 

Mr. Fascetyi. The problem is compounded furthermore by the fact 
that the clearance in one command is not clearance in another. It is 
not across the board. It is neither horizontal nor vertical. It is a 
matter that the General Accounting Office and some top people in 
Washington ought to iron out pretty soon. 

Thank you, Mr. Ness. 

That completes that. 

Now, let us have Captain Metzger. 

Mr. Tank. How do you intend to proceed, Mr. Chairman? 

I have some other engagements which is why I asked. 

Mr. Fasceti. We are hoping to be able to get some definite infor- 
mation quickly and briefly from Captain Metzger and following that 
we will recess for lunch. 

Mr. Bucstry. Mr. Chairman, it is now 1: 30. 

Mr. Micnet. Mr. Tank wants to know if we need him between now 
and lunch. 

Mr. Fascetu. As far as I am concerned, go right ahead. 

Mr, Tank. Fine. If you want to get mein the afternoon, just give 
me a call. 

Mr. Fascett. Thank you very much. We appreciate your attend- 
ance, and I am sorry that we delayed you. 
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STATEMENT OF CAPT. EDWARD F. METZGER, UNITED STATES 
NAVY, OFFICER IN CHARGE OF NAVY PURCHASING 


Captain Merzcrer. My name is Edward F. Metzger, United States 
Navy, officer in charge of Navy Purchasing Office, ‘London. 

Mr. Fasceti. How long have you been in this position ? 

Captain Merzcrr. Two years. 

Mr. Fasceti. What was your prior assignment ? 

Captain Mrrzcer. Commanding officer of Electronics Supply Of- 
fice at Great Lakes, I]. 

Mr. Fascetx. In other words, you have had considerable experi- 
ence in this procurement field ¢ 

Captain Merzorer. Yes, sir. 

Mr. Monrcomery. The principal area that 1 think we are inter- 
ested in is having some more elaboration on the matter of exclusion 
of taxes from OSP contracts. 

Mr. Fascett. And what he has been able to get done with respect 
to specific things. 

Captain Merzcrer. This particular problem is that of Italian taxes 
in connection with ammunition procurement made in the foreign aid 
program. 

Under the contract as signed, it was agreed that all taxes would 
be excluded and a clause was included that if thereafter there had 
been additional relief from taxes that relief would be passed on to 
the United States Government in the form of price reductions. 
After the beginning of the contract, the Italian Government did 
change the decree. We asked the contractor thereupon to recompute 
the tax refund we could expect and to change the prices accordingly. 
The contractor then took a different construction of the decree than 
we did and held that he did not believe that our construction was 
correct. The fact of the matter is that the transaction tax, which is 
a tax on each transaction that goes through several hands, was estab- 
lished at 1.5 percent. Then it was changed to 35 percent. 

In other words, he would get additional refunds. On the other 
hand, the customs tax rebate was established at 1.39 percent but it was 
reduced to 0.19 percent, which the contractor held we had thus a gain 
on one side and a loss on the other. Instead of 2.89 percent, he said 
we should take 3 percent or roughly 0.11 difference. This made a small 
change but we took the view that that was not correct and indicated 
that the effect of the change was almost entirely in the transaction tax 
and served to double his refund. When we made a proposal to him, 
he said, “I will appeal because I will not agree that your construction 
is correct.” 

Mr. Fascety. Appeal to the Contract Board of the Navy ? 

Captain Merzcrer. Yes; he has to appeal over my head. I issued 
an amendment which he refused to sign and my next step is to take 
action by issuing a finding and determination under the dispute clause. 

My next thinking was that I have made a finding that I consider he 
owes us $167,000 which I will propose to him and if he accepts that, 
we will have a settlement. The Navy positions vary from his position 
that he received less refund from the Italian Government than the 
originally contemplated amount. Therefore, he owes us nothing, he 
says, or at least owes us this 0.11 difference which amounts to same- 
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thing like $23,000. In his oral conversations he said he thought it was 
something like $50,000. The auditor who ignored the application of 
the custom refund, then came up with a figure of $228,000, but I did 
not feel that that was supportable. In our construction we now have 
based this upon the proposition that in signing the contract he ac- 
cepted the risk of later loss under the contract. 

Mr. Fasceti. A pretty good position, too. 

Captain Merzcer. There was a competitive procurement and we feel 
sure that he was willing to take some risk of loss. Anything other than 
the initial approach would cause him less profit. You would not call 
it loss but less profit. 

My computation was that he took a risk of reducing his profit by 
something like $206,000 through his own operations under the tax 
clause. He actually suffered a constructive loss or reduction in profit 
of $22,000 by the Italian Government’s action in refunding him less 
than he expected to get. The difference between something like 
$200,000 and $22,000 which actually comes out in the figures that I 
computed that he owes us, which makes an amount of $167,000. Weare 
withholding approximately $250,000 in the final payment and, there- 
fore, I think he might be willing to accept this settlement and he will 
thereupon accept a settlement and have released to him approximately 
$100,000 in final payment under the contracts. That is where it stands 
now. As of now, it is a contractual matter between the contracting 
officer and the private contractor. 

Mr. Fascety. Sounds like a very businesslike proposition. 

I compliment you. 

Captain Merzcrr. I do not know whether he will buy this, but I 
would rather have him agree than drawing it out in an appeal. 

There is one other feature of this I might mention. This may be 
confused with the other problem of the Italian taxes in which there 
has been a view that—by the General Accounting Office—this rate 
established was not a good rate. The Italian contractors feel that 
that is not the problem. 

Mr. Bratr. May I interrupt? The tax problem is still an internal 
problem with us. Unless the Washington office advises, we are not 
pushing on the matter of the rate. 

In other words, this is an internal matter which we are working 
on. 

Captain Merzcrr. I knew that you would get into this. The point 
that we are talking about is not in the same field. 

Mr. Fascetz. Do you have a case there where you have actually 
satisfactorily concluded a settlement of any kind ? 

Captain Merzcer. Bombrini-Parodi-Delfino. The auditor was able 
to determine that he would receive from the Italian company ap- 
proximately $23,000 more refund than provided in the initial ex- 
clusion of taxes. The Italians agreed to accept this and we settled 
on that basis. In other words they were made whole and gained 
more than they expected to and they passed this on to us. 

Mr. Fascetx. Captain, in the normal course of events in the two 
examples which you have cited, when you have reached the point of 
absolute and complete disagreement, is the next step then to contact 
the State Department? Is it done on a government-to-government 
basis at all? 





~ = ATS fF of ~~ om rTH ae OF or = 


a 


eed OO bee Stee se © = 4 _~ 


as 
As 








GENERAL ACCOUNTING OFFICE IN EUROPE 225 


Captain Merzerr. In this case it is a profit matter and not up to 

the eee 

Fascett. If it were a government contract and you then 
rénilind a point of complete disagreement, would our Government 
then step in there from a diplomatic standpoint ? 

Captain Merzcer. It is the only way it could be handled, as I see. 

Mr. Fascetx. That is the normal procedure? 

Captain Merzcrr. The American Embassy could deal with the 
Ministry in the country concerned. 

Mr. Fascetu. If you then got down to the point of a disagreement, 
even in the case of a private contractor ? 

Captain Merzcrr. In the case of a private contractor, thus far, we 
have not had to go to that situation. We have been forced to ask 
that action be taken at the government level to recover, but we have 
not negotiated between the Embassy and the Italian Government be- 
cause this has been a private matter between us, the contracting officer 
and the Italian national. 

Mr. Fasceti. Where you run into a problem of contracts between 
your procurement agency, let us say, and a contract which is let to a 
government agency and the question arises not only with tax exemp- 
tions but other profits under the no-profits clause, do you carry out all 
of those negotiations in an effort to get the matter ‘settled ? 

Captain Merzcer. No, I think that broadly we take the position 
that in the no-profits situation there is no way in which the con- 
tracting officer dealing with Her Majesty’s Government, or any other 
government, can properly demand from that government this relief 
or investigation. It becomes a diplomatic matter based on the origi- 
nal bilateral agreement, which is a two-government ministry diplo- 
matic document. 

Mr. Montcomery. Do you not think that could be handled at least 
initially on a contracting officer level ? 

Where you have a contract between our Government, on the one 
hand, and a corporation owned by a foreign government on the other, 
is it not at least initially a contract matter that could be resolved at 
the contract-oflicer level ? 

Mr. Fascet. The point being that perhaps since your contracting 
officer and your contracting agency have all of the facts at their com- 
mand, then would it not be better as a procedure to proceed, even in 
cases where you have a Government contract, to the point of refusal 
as you do in cases of private contracts? 

‘aptain Merzerr. Let us take the case of our agreement with the 
Ministry of Supply in the latest Sea Hawk contract which included 
research and development charges. In that case we directly told the 
Ministry of Supply, with whom we were contracting, that we did not, 
or it was not our policy, to pay research and development charges. 
In that case, clear cut as that, that is what we did in dealing with 
the Ministry — In this case, it was the Ministry of Supply. 
In that casé, I said, “Under the terms of the contract, the appropriate 
agency in a aedee government we can talk to.” 

We are constantly bumping up against this. 

Mr. Fascett. We are trying to get clear in our own minds the fol- 
lowing: Where does the special representative from Defense Depart- 
ment come in on this thing ¢ 
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Captain Mrrzerr. I do not want to take a lot of time but I think 
it would be profitable to get a little background on that. 

The no-profits clause contained in the bilateral agreements stemmed 
from the original Mutual Security Act. It is a one-way street and 
there is no way for them to recoup losses—it is only profits to be re- 
turned. That was negotiated under very special conditions. Con- 
gress established that the program would be a one-shot program. You 
may remember they said once only and the money will not be avail- 
able after 1953. One appropriation and never another. 

The money was not going to be reappropriated and you could not 
spend it after the end of that year. 

Under that situation, the negotiators came up against this thing 
and they could not pay losses. There would be no money. Congress 
stated that. 

By discussions here in the United Kingdom, it was agreed that the 
British would accept that one-way street which they said they did not 
like. The others followed the United Kingdom lead on the bilaterals. 
Originally it was a one-shot program and then they stretched it out. 
Since it was intended that way, when you settled it all, you would 
have a clear-cut deal. We would ask, “Did you make any profit, or 
not ?” 

Now we keep adding new contracts and you never know. 

Mr. Fasceiu. The problem is pyramiding. 

Captain Merzcer. The General Accounting Office picked up this 
point and said we should do something about this clause. They may 
have made some profit. In fact, it is quite convincing that in some 
cases they did retain money. It has been some 2 years in negotiation, 
to my knowledge, and before that to attempt to work out a reasonable 
way to attack this. Mr. Hoagland was sent over specifically to handle 
it. He has spent his time accumulating from the services contracts 
to fit the criteria established. That is, such and such a dollar level 
completed by such and such a time. 

He has made arrangements for the governments to be amenable to 
open negotiations and some service people will provide assistance to 
him when he sits in with the foreign governments under the aegis of 
the Embassy and determine whether a profit or loss occurred. There 
are some large net losses in these programs. The volume of potential 
excess receipts, in my opinion, is pretty small, since I do not believe 
it was deliberately done in the case of government-to-government con- 
tracts. These quasi-government corporations, particularly the Italian 
and the Spanish, are an entirely different matter. I have no feeling 
on that, but basically the thing was compounded by getting us to go 
up a one-way street on international documents. The sovereignty 
of the country is at issue and it is extremely difficult to get people 
to agree when we say that, “You repudiated your word and now we 
want to audit your books.” 

I do not belittle the complications in it. The contracts are numerous. 
There is a lot of money involved and there are a lot of different features 
in it. The potential in it is, in my opinion, small, particularly when 
losses could be offsetting receipts. It has been dragged out but it has 
to be done by one outfit. 

Mr. Fascetu. That is exactly what I was getting to. You feel that 
since we have gotten to this point, the only sensible thing to do is to 
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do it through Mr. Hoagland as representing all of the military 
services? 

Captain Merzeer. That is right. He will handle it for France 
and the others in a batch. He will say, “Here is the United States 
program and” 

Mr. Fascetu. We have to do that and we have to raise it to the 
diplomatic level, otherwise we will not be able to get anything done? 

Captain Merzcrr. That is correct. 

Mr. Fascentn. Thank you. I think that is the first time that this 
committee has had a consistent idea of what is going on. 

Captain Merzcrr. May Ladd a comment? 

Mr. Fascetn. You sure can, but we want to ask you one thing. 
Does Mr. Hoagland accept the findings of fact that would be presented 
to him by either the General Accounting Office or the military com- 
mand involved in a particular contract ? 

Captain Merzcer. I would say yes, He gets from us the documents 
and the figures as to what went on in each contract. The thing I 
wanted to bring out is in connection with Mr. Ness’ comments. 

I do not think that was completely clear, that machine-tools thing. I 
do not think some things were completely covered in that, in the case 
of machine-tool rentals, the contracting officer was not in a position to 
demand exclusion of those costs because there was a separate agree- 
ment. Those costs were legitimate. That money was to be put into the 
defense funds of the receiving government and applied to its defense. 
That is, rentals and proceeds from the sales and disposal. 

Mr. Fasceix. A revolving proposition ? 

Captain Merzcrer. No; a one-way street. Those tools were given 
away. They were theirs to rent or sell, and so forth. The money was 
not to come back, but to go into the country’s defense budget. The con- 
tracting officer is not in a position to bump up against it. You cannot 
say that the contracting officer should have said that it is unfair to 
charge rent on tools that we gave them. The United States Govern- 
ment said that these tools were theirs. They said, “Take these tools, 
rent them, and put the money in your pocket.” 

The contracting officer had no incentive to do otherwise. It was a 
cost to the contractor. The contracting officer’s hands are tied and we 
have a Government agreement which says, “Rent it and put that 
money back in your pocket.” 

I do not think that the contracting officer should or could have 
negotiated them out. Even though we may agree, it is not a moral 
thing ; somebody decided to give them the money. 

Mr. Fascretn. I am glad you straightened that out because I must 
admit that I had been confused on the point. 

Captain Merzcrr. Somebody at high level decided that that was the 
policy. The contracting officer cannot vitiate that. On the percentage 
you asked about in connection with research and development, it runs 
between 414 and 71% percent. They compute it by taking the cost of 
the research and development work in a factory and figuring what 
the potential recovery will be in sales and so forth, and they try to 
amortize it. We would do so in prototype contracts. Personally, I 
feel there is nothing reprehensible about this operation at all. If 
research and development is performed somebody has to pay for it. 
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In the case of the British, if a company performs research and de- 
velopment, the Ministry of Supply pays the bill. It is paid out of this 
appropriation and they pay the bill. If they sell it to somebody else, 
they attempt to recover whatever they can. It has to be a certain per- 
centage, but they may not get it all. They may get more back. They, 
may lose on the one hand and gain on the other. 

It is my view that it is an appropriate charge in the development 
of any item. 

The present agreement is that we will not be charged on anything 
going to NATO but if we buy things for our own use we will be 
charged. 

I feel that United States forces are for our mutual defense, also, 
but that is the present British position. As an example, they had 
one item in particular which is a better item than we make at home. 
They developed it. They made it for us and it is better than the 
one we have at the present time. I personally see nothing reprehen- 
sible about paying research and development charges for something 
that research and development here has produced which has better 
features. In this case, I feel that they are going to have a windfall 
because they sold more than they expected. If we had had it done 
in the United States, we would have had to pay. 

Mr. Fascetzi. The only question that arises is whether this is per- 
missible under an agreement that says something to the contrary. 
The question is whether you are following the terms of agreement 
or not. 

Captain Merzcer. The agreement is that it will not go on in the 
future. I have one in the Sea Hawk contract and it will be excluded. 

Mr. Fascett. How much does that involve in dollars? 

Captain Merzerr. $6.5 million, with the charge originally at 714 
percent. 

Mr. Fascexy, In other words, by agreement and arrangement, you 
are going to have excluded 714 percent of $6 million, which is a cost 
that. would ordinarily flow to the United States Government 4 

Captain Merzerr. That is right, and it has in the past. It has 
been in a long time, and we have been a long time working it out. 
You can see that there is a position taken on that, and somebody has 
spent the money. It has to be recovered and the only place where you 
can get the money back is in the prices of things. 

Mr. Fasceii. It has been our understanding that these have been 
areas of legitimate dispute. I have never understood that there was 
anything reprehensible about it, and the General Accounting Office 
has made it extremely clear they have not found the first element of 
fraud or anything else. Thank you very much, Captain. 

With that, we will adjourn until 10 o’clock tomorrow morning. 

(Thereupon, the hearing was adjourned at 1: 50 p.m.) 
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TUESDAY, SEPTEMBER 10, 1957 






House or REPRESENTATIVES, SUBCOMMITTEE ON 
EXECUTIVE AND LEGISLATIVE REORGANIZATION OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
Keysign House, London, England. 

The subcommittee met at 10 a. m., Keysign House, 429 Oxford 
Street, London, England, Hon. Dante ’B. Fascell (acting chairman) 
presiding. 

Present: Representatives Harden, Michel, and May. 

Also present : Christine Ray Davis, staff director ; Orville S. Poland, 
general counsel; Orville J. Montgomery, associate counsel; John W. 
McGarry, assistant counsel; John R. Buckley, staff member; and John 
P. Carlson, minority counsel. 

Mr. Fascety. The meeting will come to order, please. 

This is a continuation of the hearings of the Executive and Legisla- 
tive Reorganization Subcommittee of the House Committee on Gov- 
ernment Operations. We are continuing our hearings this morning 
on the United Kingdom. 

Yesterday we heard from the military assistance advisory group 
and had a discussion with respect to the problem of security as laid 
down in the Air Force regulations. Some question arose with respect 
to the procedures required of the military assistance advisory group, 
chief in following the Air Force regulations on security. In order 
to clear up the question, we would like to call Colonel King back and 
have him give us any statement that he cares to make with respect 
to the actual regulation and the interpretation of it. 









FURTHER STATEMENT OF COL. VICTOR H. KING, CHIEF, 
UNITED KINGDOM 





MAAG, 





Colonel Kine. Mr. Chairman, the question asked of me yesterday 
was: Is it true that during the preliminary discussions we had with 
Mr. Montgomery and Mr. Ness, was Mr. Ness excluded from a certain 
portion of the briefing. 

The answer was “Yes.” As to why he was excluded, it was because 
that portion of the briefing was top secret and we had to abide by the 
regulations which prohibit us from disclosing top-secret information 
to a member of the General Accounting Office without specific ap- 
proval beforehand. In the case of the ‘Air Force, this procedure is 


229 











98996—H58 -16 





230 GENERAL ACCOUNTING OFFICE IN EUROPE 


covered under Air Force Regulation 205-1, specifically paragraph 112 
thereof. 

Mr. Fasceti. Would you want to read that into the record ¢ 

Colonel Kine. That was not read into the record yesterday, so it 
should be read into the record today. 

Since the top-secret portion of the briefing was an Air Force por- 
tion, that is why the Air Force regulation pertained. It states in here: 


* * * He must not— 


the “he” being the commander of the unit in this case, the MAAG 
chief— 

release documents or disclose the following categories and types of information 
without specific approval of the Secretary of the Air Force, or other authority as 
designated. Top-secret information * * *— 

and so forth. 

The point is that there is no authority whatsoever for the MAAG 
chief on his own to disclose top-secret information to the General 
Accounting Office. 

Mr. Fascetz. That clarifies the point, I believe, on the question 
that was asked you yesterday as to whether or not you determined— 
that is, the chief of the MAAG mission—the need to know of the indi- 
vidual who was inquiring. 

Colonel Kine. That is correct. I may have used the word “deter- 
mined” yesterday when, in fact, in the case of top-secret information 
the MAAG chief could only inquire as to the need to know why he 
wanted to hear or be exposed to the top-secret information, and would 
then have to go up to the Secretary of the Air Force for final approval. 

Mr. Fascetz. The point being that at this level you would not have 
the right to determine on the need to know? 

Colonel Ktne. No, sir. I did have the right to determine on a need- 
to-know basis on everything up to but excluding top secret. There, 
again, had we wanted not to exercise that authority we could have 
simply been bullheaded about it and let the thing go forward. I think 
we personally quite rightly did determine yesterday—lI mean not yes- 
terday—that he did have a need to know for other than that for which 
we had authority to disclose. 

Mr. Fascetu. Up to top secret, you have discretion under the regu- 
lations, but above that you have no alternative but to send it on to 
Washington ? 

Colonel Kine. That is correct. 

Mr. Fascetx. That clarifies that. 

Mr. Montcomery. Mr. Chairman, we have Colonel Collins with us. 
He is with the Third Air Force. 

Mr. Fascety. Let us hear from the general first. 

Colonel Kine. Did you want me to remain ? 

Mr. Fascerz. Not unless you feel that it is necessary. 

Colonel Kitna. I will be upstairs any time you want me, Mr. 
Chairman. 

Mr. Fascetu. General, would you identify yourself for the record 
and then introduce your people here with you ? 





81 


Mh 


St 


ar 


S7 


TI 
£0 
yo 


th 
di 
lai 
tic 
ag 
an 
tic 
off 


co 
en 
th 
In, 


th 


ca 


gr 
co 












GENPRAL ACCOUNTING OFFICE IN’ EUROPE 231 


STATEMENT OF BRIG. GEN. STANLEY HOLTONER, DEPUTY COM- 
MANDER, THIRD AIR FORCE, LONDON, ENGLAND 


General Houroner. | am Gen. Stanley Holtoner, deputy com- 
mander of the Third Air Force. We have here this morning Colonel 
Collins who will give you the briefing. He is our Deputy Chief of 
Staff for Installations. 

Mr. Fascety. Thank you very much, General. 

Colonel Coturns. I have with me Sergeant Campbell, from Illinois, 
and Mr. Kadel from Third Air Force Plans. 

Mr. Fasceiu. Go ahead. 












STATEMENT OF COL. FRANK COLLINS, JR., DEPUTY CHIEF OF STAFF 
FOR INSTALLATIONS, LONDON ENGLAND ; ACCOMPANIED BY JOHN 
KADEL, SPECIAL ASSISTANT TO THE DEPUTY CHIEF OF STAFF, 

PLANS FOR NEGOTIATIONS 















Colonel Cottrns. Mr. Chairman, and members of the committee, 
it is a privilege and a pleasure to speak to you this morning. I have 
done this frequently in Washington but never in an overseas area. 
We do very deeply appreciate the privilege of having a hearing of this 
type concerned with our responsibilities. 

t feel that this must be a friendly group since I love Florida. My 
home is in Illinois and my wife is from Indiana and I have very 
many dear friends in Connecticut. 

Mr. Fasceti. You can stop your briefing, Colonel. You are sold. 

Colonel Cotirys. Thank you, Mr. Chairman. 

The subject this morning is the duties and responsibilities of the 
Third Air Force in construction and real-estate matters. We will 
go through it rather hurriedly but please ask questions at any time 
you wish. 

The mission of the Third Air Force is in Pentagonese and No. 1, 
a tactical mission in support of the entire NATO problem. No. 2, 
the Third Air Force is a support command. We support here, by 
directive, all other United States forces in many respects and particu- 
larly in the matter of real estate and construction. We do construc- 
tion in the United Kingdom not only for the Air Force and all of its 
agencies, other than the Third Air Force itself, but also for the Army 
and Navy of the United States. In order to supervise our construc- 
tion program throughout the United Kingdom, I have three regional 
offices and the blue dots on this chart represent bases where there is 
construction in one degree or another. 

These gray areas [indicating] indicate that a qualified American 
engineer is supervising these three bases and in other cases, where 
there is more major construction, there is a man at each place watch- 
ing what the British do for us. 

You will remember the Berlin airlift in 1948 and then in 1950, 
this led to an ambassadorial agreement between the United Kingdom 
and the United States for the stationing of forces in this area [indi- 
cating]. 

With regard to construction, there was a special construction pro- 
gram agreement in February 1951 and in general we entered into a 
cost-sharing arrangement. The United Kingdom donated to this 
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fund $63 million and we put up a like amount. An addition to that 
land and existing facilities came to us from the United Kingdom 
without cost to the United States. In the agreement, or let me say, 
arrangement, because the British do not like the term “agreement,’ 
they say we arranged and not agreed, and the Air Ministry of the 
British Government would execute our construction program. In 
other words, let contracts for us with their construction firms. This 
is very helpful to us because we do not know in intimate detail the 
law of the land here and we could find ourselves over a barrel dealing 
out of our element. 

Mr. Fascextxi. At that point, this arrangement is not an agreement 
in writing ? 

Colonel Cotiins. Yes, it is that. 

Mr. Fasceru. Is that a government-to-government agreement? 

Colonel Coturins. Yes, sir. 

Mr. Fascetxi. How specific does it get ? 

Colonel Cottrns. Mr. Chairman, that would depend on what your 
question is. I would say it is quite specific in that the Air Ministry 
will do our work. There is a strict limit on what we might do on our 
own by such methods as going out on the labor market and competing, 
if you will, with British industry in any sense. It provided that we 
could use United States engineer troops, military troops, for certain 
types of construction, but beyond that point limited. We did not 
bring in a work force to compete with their industry. That has not 
hurt us. 

Mr. Fascexy. I was not getting at that. I wondered how detailed 
were the provisions of the agreement on this arrangement between 
the United States and Britain. Was it general and then all the de- 
tails would have to subsequently be agreed upon, or did we get right 
down to the last dotted i” ? 

Colonel Cotiris. It was not detailed in that manner, whatsoever. 
It provided that forces and facilities would be mutually agreed upon 
at service level. In other words, it did not say that you may not 
have this base and not this; no such nonsense. 

Mr. Fascetxz. It isa basic understanding ¢ 

Colonel Cotirs. A basic understanding and a good working agree- 
ment. 

I would like to point out though that in regard to land and exist- 
ing facilities, although the $63 million contribution of the British has 
been expended, land and facilities still come to us today and in the 
future at no cost. 

Mr. Fasceiu. Does this agreement provide that those facilities ob- 
viously would be restored to the British ? 

Colonel Cotttns. Yes, sir; unless in the course of construction—— 

Mr. Fascetzt. You do not take title to it? 

Colonel Cottins. We have no title in the United Kingdom. 

We do our job this way: Here is an Air Force and we have inter- 
mediate echelons and engineers. We have our field representative 
who specifies the construction underway from a technical standpoint 
to see we get our dollar’s worth and then we send our directions to 
the Air Ministry’s Chief Engineer who then through his superintend- 
ing and other engineers goes out to the contractor and gets the work 
done. 
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We give the Air Ministry rather definitive plans and specifications 
to get what we want, not from the standpoint of wanting something 
better than they can provide, but rather, if you will, teaching them 
the construction business. 

Mr. Fascetu. Let me ask a question at this point. 

An agreement is reached on the plans and specifications with re- 
spect to the facility ? 

Colonel Cottrns. Yes, sir. 

Mr. Fascexx. That is an agreement between the two governments? 

Colonel Cottins. This is a working arrangement between us to our 
advantage. 

Mr. Fascexu. I understand that. I am not questioning you, but I 
am trying to find out what the method of operation is. 

You have plans and specifications which are approved by the two 
governments ¢ 

Colonel Cotirs. In that, I am an agent of our Government; yes. 

Mr. Fasceti. What I am getting at is that you cannot build some- 
thing without the approval of the British, the United Kingdom? 

Colonel Cottins. No; I should say not. 

Mr. Fascetu. It is turned over to the Air Ministry to execute? 

Colonel Coturis. Correct. 

Mr. Fascetn. That means that you have a British architect super- 
vising the construction ? 

Colonel Cottrns. No; let me put it this way; let me explain it, Mr. 
Chairman. 

We have on our staff competent American engineers who do basic 
plans and specifications. We have a predesign conference with the 
Air Ministry Chief Engineer. He then turns it over to his work 
staff. It is limited and he, from time to time, hires, on the British 
market, architects and engineers. We, as the design progresses, in- 
sure that we are getting what we want and that we do not get more 
than what we want so that there can be no question of their over- 
building at our expense. One problem that we have had from the 
technical standpoint is building pavements capable of taking our type 
of aircraft. In their experience they have not had to build to those 
strengths. From the purely technical standpoint, we have had some 
problems, but we have resolved them. The British are most coopera- 
tive and willing to learn. Their whole Government structure, as you 
appreciate, is somewhat different than ours. For instance, they work 
ee on an expenditure basis and we work on a budget 

asis. 

Mr. Fascetit. We hope to change that but we are having some 
difficulty. 

Colonel Cottrns. Their bookkeeping is meticulous. I would say, 
in all honesty, I would have less fear of dishonesty on the part of the 
British and their contractors that I might have at home. 

Real-estate acquisition is one of our big problems. The British, as 
I pointed out, do get it for us. The laws of their land are such that 
it is much more difficult to take land here than in the United States. 
It is much more difficult. 

On a typical project, if we decide we need a hangar or something 
else, base by base and project by project, we go to them with a formal 
request for land clearance. In this case it took from the 2ist of 
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October 1955 to the 31st of July 1956 to get the land approved and 
get the land. 

Mr. Fascety. Do not feel upset. I know of a particular base some- 
place in the United States where all they wanted was a simple exten- 
sion of the runway and they have been 4 years trying to get it. 

Colonel Cott1ns. Those are unusual in the States. Here it is every 
single little bit. 

Mr. Fascetzt. Things have changed. 

Colonel Cotirs. Here is a typical bomber base [indicating]. You 
can see where, unlike the United States, where we frequently have 
thousands of acres, here is the boundary right around the edge of the 
operational facility [indicating]. 

When you have ammunition storage and high-octane fuels that cross 
public lands and villages, it is rough. 

The noise is terrific. When we wanted to extend the runway, we 
had to get into extension of land and another little piece for the GCA. 
This is a fighter base even more restricted, and it is right around the 
edge of the hard stands. These were little islands of land [indi- 
cating |. 

As soon as the war was over, they had to return them to the farmers, 
every bit not in actual use, and they were scattered on these little is- 
lands. That makes it expensive from the construction standpoint 
when you have to run utilities to these little islands of land. 

Here is our base structure, to give you a quick idea of what we have 
[indicating]. 

These are flying bases [indicating] and these are support bases in 
the gray here, or the Strategic Air Command bases Findvoating|. In 
the a are Third Air Force tactical bases [indicating]. These 
little cross hatches are support facilities such as POL depots, ammu- 
nition depots, hospitals, and so forth. 

Mr. Fascein. You are all over the place; are you not / 

Colonel Cottins. Yes, sir. However, we are fast eliminating every 
single one we can. There is not a month that goes by that we do not 
get ridofone. Weareconsolidating and pulling them m in someplace 
else. 

Our total construction program since the inception of our stay here 
after the war and up to date and continuing totals $337 million. This 
is less any family housing. 

Mr. Fasceti. Excuse me. That is on-base housing ? 

Colonel Cottins. The housing is not necessarily on-base. It is 
where there is sufficient land on the base to accommodate it; other- 
wise not so. 

‘ Mr. Fascetu. In those cases you cannot get your housing on the 
ase ? 

Colonel Corzins. No; in most cases you cannot. However, as I will 
show you later, we are getting as close to the base as we can. 

Mr. Micuet. That construction dates back to when ¢ 

Colonel Cottins. When ? 

Mr. Kanpex. 1950. 

Colonel Cotrins. We did have a $15 million program of housing in 
these 4 columns that indicates what has been authorized to the Air 
Ministry to start work on. How much has been started, how much in 
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place, and how much completed in percentages, it indicates that we are 
well along the road. 

These amounts are in dollar terms and are not cumulative. 

Mr. Fascetu. This is the relationship of the program as of the date 
that you have on the chart ? 

Colonel Cottins. Yes, sir; August 1, 1957, $337 million here. 

This much of it here, or about 99 percent, has been authorized to the 
Air Ministry. This means that we have given them a go-ahead. 

Mr. Fasceti. The amount authorized is about 80 percent of which 
has been completed ? 

Colonel Cotttns. Yes, sir; roughly, 80 percent. 

The little box shows phase 1 family housing, 1,500 units, financed by 
surplus commodity sales—tobacco in this case. All but 16 or 18 of 
those are now occupied. 

Here are the things we bought with our $337 million [indicating]. 
As you can see, pavements for airfields was the big requirement. We 
are just about out of the woods on that, and we have some bits and 
pieces to pick up. This was the lion’s share of the money. 

Petroleum, oil, and lubricants is next and then utilities and, as you 
can see, the other usual items falling into place. 

Mr. Fascetx. Let me just make a note here on that. The first was 
pavements? 

Colonel Cotirns. $139 million, or 45 percent. 

Mr. Fascexy. Utilities ? 

Colonel Cotitns. No, sir; petroleum, oil, and lubricants would be 
next, $36 million. 

Mr. Fascetx. Utilities ? 

Colonel Cotuiins. Utilities, about the same. 

Mr. Fasceitzi. The next item would be warehousing ? 

Colonel Cottins. Yes. 

Mr. Fascetn. Did petroleum, oil, and lubricants involve any build- 
ings ? 

Colonel Contins. Only those structures which would house a pump- 
ing station or control. 

Mr. Fasceti. How about utilities ? 

Colonel Cottrns. Utilities would, of course, encompass transformer 
vaults and building to house some switching gear, but not buildings 
in the usual sense—something incidental to the utilities. 

In other words, sewage lift stations usable for nothing else and 
jammed with equipment. 

Mr. Fascett. The same with electrical stations? 

Colonel Cotiins. Yes, sir. 

Mr. Fascett. Warehousing ? 

Colonel Cotitns. Warehousing is that bare space. 

We have customers, the 3d Air Force, although it handles this 
program and has somewhat less than half of the construction in its 
own area of responsibility. The 3d Air Force builds for the 7th 
Air Division of SAC over 50 percent of our $337 million, and lesser 
amounts for the Air Materiel Command of the Air Force, MATS of 
the Air Force, and for Army and Navy some minor construction. 

Mr. Fascerz. Excuse me. I got confused here somewhere along 
the line. On these customers, what about the 3d Air Force ? 

Colonel Cotiins. The 3d Air Force is the support command in 
the United Kingdom. There is no point in all of us competing with 
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each other constructionwise, so one agency, the 3d Air Force, was 
designated as the agency responsible to do all construction for every 
one of the United States here. We do it and break it down and show 
= 3d Air Force itself. We are not doing as much as we are for 
others. 

Facilities maintenance and maintenance of airbases is done again 
according to the basic agreement by the United States Government 
agency concerned. This is the cheaper way for us to do it rather than 
to have airmen or soldiers on our staff as plumbers, electricians, and 
carpenters. 

It might go to the Air Ministry or the Ministry of Works or who- 
ever it may be, whoever owns the property. 

Mr. Fascetn. This, again, is a basic understanding? 

Colonel Coturns. Yes, sir. 

Mr. Fascetu. The details are left up to each base commander ? 

Colonel Coiuins. No, really we control that out of the 3d Air 
Force pretty much. Here is how we operate: We have an installa- 
tions engineer, an American officer. He is the engineer for a base and 
he does some engineering and he has fire and crash rescue. He has 
the maintenance of that station and he has an average of seven mili- 
tary in this maintenance organization, complemented by the resident 
engineer of the Air Ministry or major maintenance contractor. He 
has a contractor in the neighborhood. Some of them have 3 or 4 bases 
to take care of. 

He generally has 20 United Kingdom civilians doing preventive 
type maintenance of all kinds. 

Mr. Fascety. This is a joint effort insofar as any problems arise? 

Colonel Cotx1ns. Yes. 

Mr. Fascexu. In other words, the installations engineer has no 
authority over the resident engineer in that sense? 

Colonel Coxiins. It depends on what you mean by “authority.” 
We have minor difficulties from time to time, but nothing you would 
not expect when you get two people together. 

Mr. Fascetx. Does the resident engineer undertake to do anything 
without the installations engineer designating it to be done? 

Colonel Coti1ns. No, nothing outside the agreement. 

Mr. Fasce.u. You see what happens? 

Colonel Cotirs. No, he cannot work without a work order. 

Mr. Fascetz. That is what I mean. 

Colonel Cotiins. I should say no. In fact, our problem is that in 
our reduced budget, we wish you could be allowed to do more to pro- 
tect the investment that we have. 

Our dependent housing requirements, if you are interested in it, is 
very, very important to us. 

Mr. Fasceti. We think that is a No. 1 critical problem as far as 
the military is concerned. 

Colonel Cotiins. Available or on-base housing, built by the RAF, 
built on some bases we took over. In many of our bases, or the 
majority of them, they were World War built in a hurry and did not 
have housing. Some of the old bases did have prewar housing. 
Available on bases there were about 786 sets of family quarters, very 
substandard by our standards, but usable. We were delighted with 
them. They have no central heat and have antiquated kitchens and 
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bathrooms. We have a 1,500 unit phase 1 program. We found that 
in the countryside, within 5 miles or 10 minutes from our bases, we 
could find 682 usable quarters that were rented by the individual. 
If you go out 5 to 15 miles or 10 to 30 minutes, another 1,034. We 
have a current deficiency of 4,686 quarters and some of these bases 
that have housing units are 5 or 15 miles from the base and can be 
used if the base is one in which there is not a demand for immediate 
reactivation from the combat standpoint. This is not so in the case 
of the technical airfields. 

Mr. Fascetn. You cannot use it for TAF or SAC, can you? 

Colonel Cotirins. No. 

Mr. Fascett. What can you use it for? There is not anybody else 
here, is there? 

Colonel Cottiins. The Burtonwood Depot or even a hospital 
petroleum, oil, and lubricants station. 

Mr. Fascett. What I was getting at is, housing needs are not as 
critical there as they are with the actual air operations? 

Colonel Cotiins. Absolutely. Many of our air facilities are out 
in very rural areas where there is simply nothing. This is not a good 
condition here even in the city of London. I am not badly off, but I 
just spent $1,200 fixing up a house in the city of London where I can 
live. It is far from right with no central heat, very antique kitchen, 
and so on. They have not had a building program here for years. 
This deficit is divided in this manner between the MATS, TAF, and 
Army and Navy. We have given them a fair shake and we do not 
divide any housing that we have in a construction program without 
complete concurrence of our customers. 

At the present time we have authorized a phase 2 tobacco commod- 
ity credit housing of $12 million. 

“Mr. Fasceti. Have we some kind of a report on tobacco-generated 
local currencies ? 

Mr. Buatr. That examination was conducted by this office. 

Mr. Fasceti. Where is that in the status of our reports ? 

Is that on the way up or down? 

Mr. Ness. I believe it is in Paris. 

Mr. Bratr. Under review. 

Mr. Fascetn. Under review, is that it? I do not recall now. I 
looked through so many reports. 

Mr. Bram. That examination was conducted by Mr. William Dur- 
han. 

Mr. Montcomery. He is a General Accounting Office staff member 
assigned to London? 

Mr. Ness. That is right. 

Mr. Fascett. Is that ‘aclassified report ? 

Mr. Bram. I do not recall, Colonel, is the information concerned 
in the tobacco housing classified? I do not think it is. 

Colonel Cotiins. I am sure it is not. I do not know about the 
report that you are speaking of, but Mr, Durhan has been out to our 
office and asked some questions. What we gave him was certainly 
not classified. 

Mr. Ness. I can check that quickly. 

Mr. Fasceti. While we are kicking that around, can you get us 
basically what that report covers, the time involved, and whether 
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or not there is anything significant in there with respect to the gen- 
eration of local currencies ? 

Mr. Nzss. All right. 

Colonel Cottins. We have a phase 1 housing program of 1,500 
units out of the proceeds of the first sales of tobacco. Phase 2 is 
$12 million and we propose to build 869 units, plus a dependent 
school. Following close on the heels of that was a $6 million pro- 
gram and agreement between the United States and the British for 
phase 2 augmentation. It came so close together that the two are 
unfortunately tied together and it gives us problems in that the 
British, now that we have no more land on our bases on which to 
build family housing, will not take the land for this until this program 
is cleared. 

We are really hurting now because Washington has not yet given 
us the go-ahead on the phase 2 augmentation, the $6 million worth 
of tobacco housing. It affects 40 percent of our housing program. 

The British are unwilling to take a bit of land and then in 3 or 6 
months take another bit of land. The locals simply will not have it 
any longer. They have been nibbled at for a long runway overrun 
and extension and they said, “Stop.” So, the onus is on us to get 
this approved so we can go ahead with both of these concurrently. 

Mr. Biniens, You mean approved by the British Air Ministry? 

Colonel Cottins. They have agreed but this $6 million is to the 
United States account here in London, but somebody in Washington 
has not yet released the program, has not given us a program ap- 
proval. Whether it is in the Secretary of Defense’s Office or—— 

Mr. Fascetit. What you are talking about is so that you can get 
a whole project at one time? 

Colonel Cottrns. That is right. 

Mr. Fascetu. For the purpose of land acquisition ? 

Colonel Cottins. That is right. They will not take land until 
they have a piece of paper saying from us that we have the cash 
in hand. We are our own masters and nobody can tell us no. 

Mr. Fasceti. You are ready to go ahead? 

Colonel Cottrns. Yes. 

Mrs. Harpen. Where are you planning to build the dependent 
school; are you building more than one? 

Colonel Cottrns. We are in desperate straits. Most of them are in 
little quonset huts and most all sorts of makeshift arrangements. 
Using this device, there was—— 

Mr. Fasceti. We were not questioning the device, but where are 
you going to build it? 

Mrs. Harpen. Where? 

Colonel Cottriws. A station at Elvington. 

Mr. Fascetu. On base or off base? 

Colonel Cotu1ns. It is cheaper to build on base. If we built on base, 
in time of emergency it would no longer be a school usable for some 


other pepe 
Mrs. Harpen. You provide buses for the children, transportation ? 
Colonel Cotiims. In some areas they do provide buses because there 
is no other way to get there. In the London area this is so and even 
then it takes a long time because we only have one big school. I will 
show you the school program later on. 
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Mr. Fascetu. One other question: Phase 1 was $137 million, is that 
what you said ? 

Colonel Cotiins. Phase 1 was $15 million. 

Mr. Fascetu. Phase 2? 

Colonel Cotiins. $12 million; phase 2 augmentation, $6 million. 

Mr. Fasceti. That makes $33 million. 

How many units and how many school does that total ? 

Colonel Cotiins. Let me put it this way: phase 1, 1,500 units, very 
minor units and very ental units. The most we could get for the 
money. 

Phase 2 is approximately 869 units and 1 school. 

Phase 2 augmentation, 307 units and we hope 4 or 5 schools, depend- 
ing on where we can get land, what size school we can build to solve 
which problem. There are so darn many problems it would not make 
any difference where we build them. These are details, comparing 
phase 1’s inadequate housing, in our opinion, versus phase 2, where 
we have had time to improve on them. For instance, the spread of 
bedrooms was all wrong. It was imposed by higher authority, both 
congressional and military and in 2-bedroom houses, they said that 45 
Pm of everything you have to build is 2-bedroom, 2-bedroom 

ouses. This does not take care of too many families. We have 
sR, fo boys and we have kids. 

Mr. Fascetu. The Appropriations Committee has been out of cir- 
culation. 

Colonel Cottins. We have improved that by 5 percent so we get a 
few less 2-bedroom houses and more 3-bedroom houses, and that sort of 
thing. 


Mr. Fascett. Maybe _ could give them this good briefing. They 


are all over the place. 
already been here. 

Colonel Cottins. These are some more general criteria comparisons. 
We used a prefab the first time around. We and the British thought 
it would be better. 

Mr. Fascetit. Why did you want 1,250 square feet in a 2-bedroom 
house in phase 2? 

Colonel Cottins. I do not follow your uestion. 

Mr. Fascett. Is that 1,250 square feet for a 2-bedroom house? 

Colonel Coins. No; this is the maximum net square footage. 
The average, and this maximum is not for the 2-bedroom house but 
for the 4-bedroom house. 

Mr. Fascets.. It would be a very erroneous impression. I wanted 
to tell you that after the war I lived in a 2-bedroom house with 980 
square feet. 

Colonel Couiins. In our minimum here, which would fit the 2-bed- 
room unit, that is 990. 

Mr. Fascetx. That is amazing progress in 12 years; 10 square feet. 
I am sure that the Appropriations Committee does not know that or 
they would probably cut it back. 

Colonel Cottrs. Here is our school program [indicating]. Here 
is our current requirement, 7,050 schoolchildren. These are elementary 
schools, and I will talk about high schools in a moment. 

In service-operated schools, either on-base or in leased facilities, 
6,060; in service-contract schools, where they go to a British public 


hey will be visiting shortly, if they have not 
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school, or what we call a private school, and the Government picks up 
the tab, about 990. This is our requir ement. Our available facilities 
are, we say, 1,537 student spaces, 635 marginal and 2,090 substandard, 
and you ask where the difference is? It is in children who go to 
council schools, which are public schools, neighborhood schools. 

We predict that—this is a projected requirement—coming down 
from 7,050 to 5,875, it will be lowered somewhat as we reduce the 
military strength. We hope to pick it up this way, and 1,220 will be 
adequate. 

In the military-construction program, we hope to get spaces for 
1,120 and the school at Elvington would be a 180-student school. 

Mr. Fascett. What are you using as a classroom base / 

C rao Cottis. Number of students / 

Mr. Fasceiu. Yes. 

Colonel Cottins. I believe we averaged out around 30, somewhere 
between 30 to 32. 

Mr. Fascerx. In other words, you are following the American 
standard ¢ 

Colonel Cotirys. Yes, sir, and we had to also tie in a little bit with 
the construction model which is used by the British. In other words, 
what are the standard sizes of beams and trusses that you buy on the 
market, and so on, which, to some great degree, dictates room size. 
We have to think of ec onomy, so it is an influence, too. 

Above this which is funded, we hope to get 3,170 school spaces 
either in this phase 2 augmentation and/or ‘the 1958 military-con- 
struction program. We have not gotten the returns on our 1958 con- 
struction program yet. We hear distressing news that some of the 
schools were dropped out, and it is going to be rough. 

Mr. Fascett. I cannot understand why. 

Colonel Cotiis. This is elementary schools. In high schools we 
have a little different t problem and a little worse in some respects. The 
requirement for 1957 is 640 students and, through 1961, we will have 
a requirement, with a reduced military strength, which reduced our 
elementary requirement, and then we skyrocket up to 1,600. This is 
the hump, postwar. Itis —— going to give usa problem. Our high 
schools are located thusly : 130 ninth- erade students are located in the 
United Kingdom. It is bad. The educators do not like it, and they 
say that a ninth grade tacked on to an elementary school is not ah igh 
school. They ought to be in a lower level of a high school instead of 
a higher level of a grade school. Bushy Park, which is in London, 
has 410 students in high school, and at Burtonwood, near Liverpool, 
640 now with reduced military strength through 1961. Burtonwood 
will remain or the base would close, but, regardless of what happens, 
the school will take care of them. 

The British want Bushy Park back for some other purpose, and our 
tenure there will expire in about 214 years. The educators do not 
like the 130 students in the ninth grade in the elementary schools. 

What we would like very much to do is to build in the London area 
a 900-student school and in the East Anglia area, probably at our 
base, a 600-student school. 

At Bushy Park, all of our high-school students commute. They 
come down to Bushy Park, to London, from all over England, and I 
think they get home if and when they can. If they live far away, they 
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may not get home for 90 days. Parents do not like this. If we have 
an upcountry school and a London-area school, we believe that the 
children can get home every weekend. 

Mr. Fascetn. What is the estimated cost of construction for these? 

Colonel Cotiins. I would say that in both cases you would have 
to add support facilities, such as dormitories, and we would build 
standard barracks which would be useful in wartime or for other dis- 
position of our forces; $5 million will do these two nicely. 

Mr. Fasceuu. Each or the total ? 

Colonel Cotuins. Total. 

Mr. Fascetu. That is not too far out of line, considering that you 
have to add a lot of facilities. 

Colonel Cotuins. I think it is very good, and I think we can shave 
that a little bit. 

Mr. Fasceiu. That is excellent. 

Mrs. Harpen. Do you have any difficulty staffing the schools? 

Colonel Cotiris. This is not in my area, so I am not really compe- 
tent to answer the question, except as a father. 

Mr. Fascetz. By osmosis? 

Colonel Coxtuiins. If you will, yes. 

There are problems, but they are not insurmountable. There are a 
lot of young teachers who want to come to Europe and teach in our 
schools and see the world. One of the big troubles is that they do not 
stay too long. They look at the world and want to go home. It is 
not nearly as big a problem as the lack of school facilities believe me. 

In the London area, which is a fairly large concentration, because 
the Headquarters of the 3d Air Force is here as well as the Navy, the 
Embassy, and an air division of FAC is here. We have our biggest 
problem in the city of London and environs. The little red triangles 
are major military activities. Here is South Ruislip, the 3d Air 
Force, and the 7th Air Division Headquarters, and here are the little 
support bases. Hillington is a classified location and West Trayton 
is a SAC location. Bushy Park is where our high school is, and there 
are other offices and facilities there. High W yeomb i is a SAC instal- 
lation, and our existing schools in the London area are some wartime 
facilities at East Cote. 

Then we have Bushy Park and Prince’s Gate. Bushy Park is in a 
parkland, but they are World War II temporary buildings, one story, 
not at all good. 

Prince’s Gate is a leased townhouse. 

Mr. Fasceiti. No construction; modification and leasing ? 

Colonel Coxtins. Strictly, yes. We want to adopt this posture and 
divide the area into these school districts and build a school at High 
Wycomb, so these people do not have to ride an hour and a quarter 
into Bushy Park and East Cote in the morning and back at night. 
There are ‘a few isolated cases where the children have to ride an hour 
and a half. 

Mr. Fascetx. Will that proposed construction be off the military 
reservation ¢ 

Colonel Cottrs. No; on it. No. 1, you support the unit cheaper 
and you can then use it for some other purpose. 

We want to build one there, a 180-student school here and 180-stu- 
dent school there [ indicating}. 
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Mr. Fascetx. That is in your phase 2 program ? 

Colonel Cottrins. Yes, sir. 

Phase 2, plus the fiscal year 1958 military construction program 
which we hear such distressing news about. These are some of my 
problems which you are probably not interested in. 

Lead time in programing a new facility is always difficult. If we 
decide today we need something, it takes 18 months before we can 
really get a shovel in the ground. For reasons with which you are 
familiar, that is so. 

The reviewing of plans and specifications at higher headquarters is 
involved, and then negotiations with Air Ministry are time consuming. 
We have a little difficulty in holding our technical staff. When we 
have budget cuts they say, “Why should you hire an American archi- 
tect firm to design your work?” 

We say it is cheaper in the long run. The minute you are done 
with them you are done, and you do not have a lot of people on your 
Sargeey cquisition of real estate is a rough one, and developing 

nal plans and specifications with the British is time consuming. 

We all have our own concepts and ideas. 

Quantity surveys are a problem peculiar to the United Kingdom. 
You are probably aware that if you build a house you hire an architect 
and you develop plans and specifications and then you go and let it out 
to bid. Here they do it a little bit differently. They develop those 
plans and they are very canny. They have a special class of people 
called private quantity surveyors. They count the number of nails 
and bricks that go into it and on this list that the professional quantity 
surveyor puts out, the contractors bid. Then if there is an extra 
nail or brick, they have a claim and there is no competition in our 
sense. If weather interferes with them, they will hit you with a claim. 
Their risk of doing business is not understood the way it is at home. 
Construction time is slower than we would like it, because by their 
traditions they build in some peculiar manner, the way they lay brick 
or pound nails, for instance. Everything is a little different and 
slower. There is not the incentive that we seem to have to try to do 
a job better and faster, especially faster. Time passes and who cares? 

They have the highest employment they have ever had, except during 
wartime, and there is no compulsion on the part of a workingman to 
do a better than average job. If he gets fired or does not like the job, 
he quits and goes around the corner. 

Mr. Fascetn. I have heard that same statement in a lot of places 
in the United States. 

Colonel Cottrns. I know it, but I think we have a little more pride 
in our work. 

Mr. Fasceti. Any questions? 

Mr. Ness. Mr. Chairman, I have that report on the tobacco housing 
here. It is not classified. 

In our review of that program we found no serious deficiencies in 
the program. We did raise a couple of legal questions and I do not 
believe that they have been settled yet. We have not taken a firm 
position regarding procurement of rugs for 73 units of houses. This 
procurement was not placed in the United States and there is a 
question of whether there might be a technical violation of section 
630 of Public Law 157. 
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Mr. Fasceti. How does this program work? How is the money 
made available? What does tobacco have to do with it? 

Mr. Ness. As I understand the program, the tobacco is sold to the 
British. 

Colonel Cottixs. May Iexplain? It is Commodity Credit property. 
It is sold through brokers on both sides of the ocean, to brokers in 
the United States and to brokers in England, but with the agreement 
by the Government on when it will hit the market and in what quantity 
so that it does not upset the world and home market and price. The 
proceeds then are in sterling and the proceeds must be spent for 
housing. It is just that simple. 

Mr. Fasceu. This is Public Law 480 money ¢ 

Colonel Cotiins. Correct. The rental allowances from these quar- 
ters go to pay back CCC, which must balance its books. 

Mr. Fascetn. Except for one difference. You put it in pounds 
sterling and then they have to convert it into American dollars? 

Colonel Cotiins. No, not a bit. You see the reimbursement comes 
about in this manner We do not draw a quarters allowance if we live 
in one of these houses, so it is a dollar saving to our Government. 

Mr. Fascetx. It is actually applied to approriations used here ? 

Colonel Cotiins. Yes, sir. 

Mr. Fascety. There is no transfer back ? 

Colonel Cotzins. Yes, sir. 

Mr. Fascety. That sounds like a very intelligent system. Iran into 
some cases where they did not do that. 

Let us get on. 

Mr. Montreomery. Mr. Chairman, I have a few questions relating 
to the base construction program, some of which have been covered to 
some extent in the briefing but I think that with these we can sum- 
marize them and get them on the record. 

Colonel, when did the base construction program first start here 
in the United Kingdom ? 

Colonel Cotiins. You are going way back beyond my time; 1950, I 
believe. 

Mr. Montreomery. What kind of an agreement, if any, were we 
working under at that time with the British ? 

Colonel Cottrns. Under special construction program, sir, which 
was—— 

Mr. Kapet. Initially with the Ambassador’s agreement. 

Colonel Cottins. We started with the Ambassador’s agreement and 
then the special construction program which was a jointly funded 
program. 

Mr. Montcomery. Jointly funded ? 

Colonel Cotu1ns. $63 million from the British and $63 million from 
the Americans. 

Mr. Monrcomery. When did this joint funding approach first 
begin? What was the United Kingdom contribution prior to the 
agreement for their $63 million contribution ? 

Colonel Cotuins. Prior to that time, to the best of my knowledge, 
none, except land and existing facilities. 

Mr. Fasceiu. In other words, under the Ambassador’s agreement 
for 1950, the contribution of the British was land and existing fa- 
cilities? 

Colonel Couiis. Yes, sir. 
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Mr. Fascetn. We supplied the construction money ¢ 

Colonel Cotiins. Right. 

Mr. Fascetu. Then in what year did we get this joint agreement? 

Colonel Cottins. The special construction program started when, 
John? 1951? 

Mr. Kapex. Maybe it would be better if I gave a chronological fol- 
low through on this. 

In 1950 the Ambassador’s agreement was signed and under that the 
British contributed land and approximately $10 million worth of ma- 
terials for the construction of 4 airfields. The United States con- 
tributed labor. In 1951 the special construction program came along 
as a result of the Korean conflict and under that agreement those orig- 
inal 4 stations were to be completed and approximately 30 others to 
be constructed. Under that the British contribution was limited to 
$43.5 million, which was the equivalent amount that Congress appro- 
priated for our share. 

Mr. Monteomery. On a 50-50 basis ? 

Mr. Kapew. Fifty-fifty. The requirements of the United States 
continued to build up and in 1953 the cost-sharing arrangement was 
negotiated. That increased the British contribution to a maximum of 
$63 million in cash, plus the land and facilities existing. 

Mr. Fascet.. That was for the total program ? 

Mr. Kapew. Yes; that incorporated the Ambassador’s agreement 
and the special construction program. 

Mr. Fasceti. And any other construction ? 

Mr. Kapew. Yes. 

Mr. Fasceti. Proposed ? 

Mr. Kapew. Yes. 

Mr. Fascetu. Their total contribution will be $63 million ? 

Mr. Kapen. Yes, sir. 

Mr. Monteomery. Which is not 50-50. That is somewhat less per- 
centagewise. 

Mr. Kapex. There was a provision that the British contribution of 
$63 million would only be expended provided the United States also 
spent $63 million. It was 50-50 for the first $126 million. 

Mr. Monreomery. At that time was there not a ceiling set on the 
total amount of the construction program of $63 million ? 

Mr. Kaper. That is the total amount of resources that the British 
agreed to make available for United States construction programs. 
In other words, that was actually the termination point of the cost- 
sharing arrangement. Once we put $350 million worth of construc- 
tion in being, the British can ask for a new agreement. 

Mr. Montecomery. Of which amount they contributed $63 mil- 
lion ? 

Mr. Kane. Correct. 

Mr. Micnet. On this $63 million—$63 million matching basis, in 
addition to bringing it up to the total reported in the program thus 
far we have contributed about $211 million ? 

Mr. Kaper. Over and above that. 

Colonel Cotirs. With only one correction, Mr. Congressman. 
The British still do supply land and existing facilities for whatever 
value they may have. 
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Mr. Monreomery. Has the $350 million ceiling been reached? I 
notice on your chart you are up to $337 million authorized. 

Colonel Cottins. Right. 

Mr. Monrcomery. What is the status of the program at this time, 
so far as the $350 million is concerned ¢ 

Colonel Coutins. We are not at the point now, with reduced bud- 
gets, where we can see it occurring in the next few months. Under 
the terms of the agreement—I believe I am correct, John—it is not 
mandatory that the agreement then be reviewed or adjusted. We 
have not reached that point yet. 

Mr. Monreomery. [f it is not adjusted, then any future costs would 
be 100 percent to the United States with no cost to the British 

Colonel Cotiins. It is today because we have long since exceeded 
the $63 million contribution. 

Mr. Monrcomery. There is no requirement that a second look be 
taken at these agreements at this point ¢ 

Colonel Cotitns. They are really constantly under review. We 
work out most of our difficulties on the ground. We do not have any 
fear that the agreement is bad fundamentally. We are getting along, 
we think. We are getting value received. We do not get things as 
fast as we would wish. We are getting annoyed with ‘their techni- 
cians but when you look at the whole : agreement, unless somebody says 
we can get the British now to contribute, I am all for it. 

Mr. Montcomery. Have there been any negotiations with that in 
view, current negotiations / 

Colonel Cotiins. There is no opportunity at this point to open 
negotiations. 

Mr. Fasceitz. As soon as you authorize the other $13 million, then 
the problem may arise ¢ 

Colonel Cotirys. Yes, sir. 

Mr. Kapet. There is one other contribution that we have not men- 
tioned and that is the contribution of the British overhead. In other 
words, on the fiscal year 1951 and fiseal year 1952 program, the Brit- 
ish provide their engineering staff, architects, superintending engi- 
neers, and resident engineers at no charge to the Government. 

All that is computed for cost purposes is what is disbursed to the 
contractors and for the purchase of materials. That is for the 1951 
and 1952 programs. In 1953, and subsequently, the British only 
charged us 50 percent of their actual overhead costs which has been 
agreed at 15 percent of the in-place value. The British actually have 
a continuing contribution of overhead and they are paying half of the 
overhead of our construction program. ‘That is the overhead that 
they incur. 

Mr. Fasceti. They are contributing 7% percent of in-place value, 
in other words ? 

Mr. Kapew. Yes. 

Mr. Fascein. If we agree that 15 percent is a right figure, all right, 
but on the other hand, if we agree it is not, then it is not a 50-50 
arrangement ? 

Mr. Kaper. They say that their overhead has now gone up to more 
than 15 percent. 

Mr. Fascein. I would take a debatable position on that. I had 
one question with respect to this agreement. Did I understand cor- 
rectly that this agreement is classified ¢ 
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Mr. Kapet. It is a secret agreement. 

Mr. Fasceit. Does it terminate at a certain point? 

Mr. Kapex. In the agreement there were two cutoff dates. 

Mr. Fasceti. That is what lam trying to get at. I am not interested 
in the dates. 

Mr. Kapex. One was the end of 1955 or on the expenditure of $350 
million. 

Mr. Fascett. Whichever occurs later ? 

Mr. Kaper. Yes. 

Mr. Fascexu. So it does terminate, is that the point ? 

Mr. Kapet. That is the point when either government can ask to 
reopen, reexamine the position. 

Mr. Fascetx. That is the next thing I want to get at. Does that 
mean reexamine the position with respect to any future negotiations 
and operations and construction, or are they talking about where 
either Government can reopen the existing agreement which has just 
been terminated ? 

Mr. Kapeu. No; to arrange different terms for future construction. 

Mr. Fasceiu. Right. 

Mr. Kaper. From the United States standpoint we would prefer 
to continue under the existing arrangements. 

Mr. Fascevt. Except with one possibility and that would be the 
problem that might be raised with respect to credits and allowances 
and whatnot. 

Does the present agreement have any provision at all with respect 
to credits and allowances on money due from the United States to the 
United Kingdom ¢ 

Mr. Kapex. I am not sure I understand. 

Mr. Fascetu. For example, I think this gets into what we are main] 
interested. The colonel said that the British want Bushy Par 
back. I do not have any idea what is there. We are doing a lot of 
phasing out from time to time so we will have a lot of changes in 
facilities. If this is true, what about turning back stuff? What are 
we required to do under this agreement with respect to land use and 
so forth ? 

Mr. Kapex. Under the agreement, the only thing that the United 
States has is assurance that we will not have a terminal liability. 

Colonel Cotiins. No restoration clause. 

Mr. Kaper. We will not have to plow up runways and plant 
corn. Wecan just move out. 

Mr. Fasceiit. What happens to our warehouses ? 

Mr. Kapex. We have sent through channels a request for negotiat- 
ing instructions because we are presently returning properties and 
there is a considerable United States investment in a lot of these 
properties. 

Mr. Fasceti. That is the understatement of the year. 

What happens to our schools that we are going to build ? 

Mr. Kapext. Until we get a firm United States position, we cannot 
approach the British on the question. 

ae. Bagoma. What happens to our 1,776 houses that we are going 
to build ? 

Mr. Kanex. We have that problem with us today. 
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Mr. Fascetx. But we are building houses, that is the point. We are 
building them but we have no clear understanding what the British 
will do or what happens when we quit using them. 

Mr. Kapet. We do have that under the Commodity Credit Housing 
Agreement. The titles to those houses rest with the British and they 
rent them to the United Sates at a nominal 1 pound per unit per 
year for as long as we need them. 

Mr. Fasceti. When we are through? 

Mr. Kapeu. They have a house. These houses are not a negative 
asset of the United States because of their being in existence increases 
the value of a particular site. When we move out of the station there 
are various uses that it can be put to. 

Mr. Fascetu. I understand that, but the United States is not inter- 
ested in capital gains in property. I am not quibbling about the 
arrangement. The point is that you could have a fixed, determinable 
arrangement with respect to military housing. 

Mr. Kapet. We do. 

: Mr. Fascetx. Do you have such arrangement with respect to school 
uildings ? 

Mr. Kapet. If they are built under the CCC. The same thing would 


apply. 
"hae. Fascett. We would build the building and the British would 
furnish the land. The title would go to the British Government? 

Mr. Kapex. Actually go to the Air Ministry. 

Mr. Fascetz. Then we would pay them a nominal charge for a legal 
rn a pound, or whatever, at the end of our use as determined 

us 

"There are no other factors to be considered ? 

Mr. Kapeu. Yes; our presence in the United Kingdom in accord- 
ance with the NATO Treaty. Our basic governmental agreement is 
that we can stay here as long as, in the opinion of either Government, 
our presence is needed or until international security is achieved in 
accordance with the United Nations. 

Mr. Fascext. In other words, we cannot stay here unless the British 
let us? 

Mr. Kane. Yes. 

Mr. Fascex. In the long run, they determine the terminal date 
actually, if they want to? 

Mr. Kapeu. That: is right. 

Mr. Micuex. I am curious about the rental of these housing units 
being a close parallel to the machine tools that we were discussing 
yesterday. 

Mr. Fascett. That depends on how these things are going to be 
constructed. You see when the limitation on rental is fixed at a pound 
a year, then you havea different thing. 

How about furnishings? Furnishings will be owned by the United 
States Government, I hope. 

Mr. Kapen. That is so with one exception. That is that on the 

hase 1 housing we purchased some refrigerators with the Commod- 
ity Credit generated sterling, so the British consider those refriger- 
ators as theirs. The rest of the furnishings and equipment belongs 
to the United States. 4 
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Mr. Fascety. I believe that under their law there might be a slight 
interpretation that that is a permanent fixture and I think that that 
is the reason they took that position. 

Mr. Kapen. No, they took that position because the sterling wa 
used to buy the refrigerators. They have not raised the question on 
washers and dryers. 

Mr. Micuet. Or stoves? 

Mr. Kapet. Or stoves. 

Mr. Fascexz. There is only one way to prevent anybody from rais- 
ing a question and that is to get it fixed to start with. 

Mr. Kapet. We propose to remove any stoves and refrigerators. 

Mr. Fascetx. And let them raise the question ? 

Mr. Kapeu. That is right. 

Mr. Fascetn. That sounds like good business. 

Mr. Montcomery. How many of these bases have been returned to 
the British to date ? 

Mr. Kapext. Counting minor installations which may be nothing 
but a radio-beacon site, we have returned, since being here, 52 different 
operating locations. 

Colonel Cours. Not full-fledged airbases. 

Mr. Kane. No. 

Mr. Fasceii. Have you had any usable buildings on any of these 
operations ? 

Mr. Kapet. Yes. 

Mr. Fascett. What arrangements have been made with respect to 
the usable buildings ? 

Mr. Kaper. We are prohibited, under our instructions, from negoti- 
ating with the British on anything that we have not received instruc- 
tions on. We have requested instructions on residual value and until 
then we cannot negotiate. All we can do is to take a complete inven- 
tory of what we turn back so that when we get governmental instruc- 
tions we can implement them. 

Mr. Fascett. That isa fantastic proposition. 

Colonel Cotirs. I would like to point out, Mr. Chairman, that with 
regard to the business of continuing to do some construction and hav- 
ing built some things, we have worked this out rather well with the 
operating people in the British Air Ministry. We have worked out 
a system whereby we have removed such things as boilers and electri- 
cal gear and transformers and lighting fixtures and so on. We have 
had them taken from the base or facility we were giving up and ap- 
plied to a base where we were doing construction. 

Mr. Fasceii. I am glad to hear that, but what I am talking about 
is where you turned over 52 facilities. I understand none is major. 
It is the principle I am talking about, but you are in a position today 
of having on request, to turn over the facilities and then being in the 
position ‘of dec iding if and when you ever get instructions—w which is 
basically not your responsibility—the Government then is going to be 
put in the position, through the State Department, of attempting to 
negotiate a credit for whatever is of value on these facilities. To me 
this is a fantastic way to do business unless you have reached an agree- 
ment to start with that you are going to give them the facility. “You 
automatically give the other government all of the bargaining power 
They have the f: icility, so what is there to talk about ? 

Mr. Kapew. Let me review the history of this question. 


Kir 
vah 
Uni 
tior 

N 

N 
stat 
Ber 
sor 
Bri 
the 
cost 
The 
Sive 
au 
Air 
it v 
val 
tha 
fro 
in ¢ 

h 

h 

A 
up 
tur 

h 
Sal 

) 
mo: 
an 
Br 
anc 
oul 


it 1 
tiol 
bas 
ner 
sta’ 
inv 
aut 
dis 
gra 


vol 


spe 
vet 


thi 





GENERAL ACCOUNTING OFFICE IN EUROPE 249 


When we first started spending appropriated funds in the United 
Kingdom, we obtained an agreement with the British whereby the 
value of the assets that we constructed would be reimbursed to the 
United States Government. At that time, we had a very small opera- 
tion here. 

Mr. Micnen. At what time? 

Mr. Kaper. In 1949. At that time we were living on active RAF 
stations. We had four medium bomber wings over here during the 
Berlin airlift. To make things more tolerable for our people we ‘built 
some small structures and facilities. We obtained agreement with the 
British that when we decided we did not need them and returned 
them, if they could possibly use them, they would reimburse us for the 
cost. Then we renegotiated on the cost-sharing arrangement in 1953. 
The British took the position that we were going into such an exten- 
sive program that they could not possibly foresee their ever finding 
a use for all of the things that we were building because their entire 
Air Force could not occupy our stations. During those negotiations 
it was agreed on a governmental level that the question of residual 
value would be omitted from the agreement. It was not even agreed 
that it would be discussed. It was agreed that it would be omitted 
from the agreement, but as a protection for the United States we put 
in a clause that it would not be liable for reinstatement of land. 

Mr. Fascet.. That is our position as of today ? 

Mr. Kapen. That is our position as of today. 

Mr. Fascertzi. This makes sense to me as a governmental decision 
up to this point where you got 52 minor operations that you have 
turned back. 

Mr. Micnet. Were those all minor? You say 52 bases and you 
said radio beacon sites ¢ 

Mr. Kaper. Some of them were active airfields but the amount of 
money invested in them, compared to the overall program, was still 
& minor amount of money. Maybe $50,000 or $150,000. Where the 
British would turn over and actually vacate a station they were using 
and let us use it for 2 or 3 years as an interim measure until one of 
our bases was constructed, that was the situation. 

During that time we spent certain money on maintenance to keep 
it up to a minimum RAF standard and we might put in some addt- 
tional power or something like that. Then when our permanent 
base was constructed, we would move that unit back to our perma- 
nent base. During that period when we were returning these minor 
stations we would take an inventory, keep a record of what we had 
invested there. When dealing with the Air Ministry, we do not have 
authority to discuss, and the Embassy does not have authority to 
discuss, residual value. Now we are getting to a point in the pro- 
gram where we do have to have a position. 

Mr. Micnen.. Today we have how many bases, or how many sites? 

Colonel Corrs. We have 25 flying bases and dlepe nding on how 
you count real estate, a total of about 80 sites and 25 flying bases. 
I think it is well to point out that these bases, although we have 
spent considerable money, are not first-class airbases, by a long shot 
vet. 

As you saw on the chart, most of that expenditure went into such 
things as runway pavements, POL, and utilities. Today 40 percent 
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of our airmen still live in quonset huts built in World War II as 
temporary expedients. 

Mr. Micuet. We have no plans now for building any more bases 
here, now, do we? 

Colonel Couns. No, sir; barring any change in techniques that 
may come out. 

Mr. Micuet. Do you recall during the war what the number of 
our bases was here in England? Approximately ? 

Colonel Corrs. I do not. It is almost like Texas, if you look 
at the map. 

Mr. Micuet. I was here, but I know it was a fantastic number. 

Colonel Corxiins. A base then is not what a base is today either. 

Mr. Montcomery. Colonel, or Mr. Kadel—whichever one wants 
to answer this question—I want to go back to the 52 bases that have 
been returned. 

Mr. Fascetx. Not bases. 

Mr. Monvcomery. Installations. Would that be a proper terin? 

Colonel Cotxiins. Pieces of real estate would be more accuraie. 

Mr. Monteomery. Of the 52 which were returned, how many, if 
any, were major installations? 

Colonel Cottins. I would say that from the standpoint of our ex- 
penditures there were no major bases or investments turned back. 

Mr. Fascetn. This is a comparative term. Let us get at it from 
another angle, Colonel. 

What, in your opinion, is a residual of any kind ? 

Colonel Corxrs. On expenditure in those 52 properties? 

Mr. Fasceti. No; what is a residual value on a piece of real estate 
when you give it up ? 

Colonel Cottins. Whatever improvement can be utilized and what 
the market can bring. Let us put it this way: If we pulled out of 
here because world conditions permitted in whieh the British would 
have little or no use for military airfields, what is the market for 
an airfield ? 

Mr. Fascett. And runway ? 

Colonel Cottrys. If it were adjacent to the city of London and 
could be used commercially, its value is enhanced commercially. We 
do not have any bases adjacent to London. We have 1 or 2 bases ad- 
jacent to cities of any size that could afford to possibly operate them. 

Mr. Fascertx. It becomes an analysis of the possible use of the in- 
stallation, wherever it happens to be? 

Colonel Cotziins. We think that some of these bases, depending on 
location and facilities that are in them, should have in our opinion 
at least considerable interest on the British market as industrial cen- 
ters, places to dispense small industry to. This remains to be seen. 

Mr. Micuen. These 52 are either fighter or bomber bases; are they 
not ? 

Colonel Cottins. Yes. 

Mr. Fascetzt. Operational ? 

Colonel Cottrins. That is right. 

Mr. Mircneni. All I wanted to know is this: Is any 1 of the 52 
considered an operation base ? 

Mr. Fasceti. You mean of the 52 turned back ? 

Mr. Micuen. Yes. 
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Colonel Cortzins. Among those 52 which were flying bases were 
bases in which we could immediately assume a war posture while 
something else was being built. Our expenditures there, base by base, 
were rather small. They involved a control tower, a piece of taxiway, 
or something of that kind. 

Mr. Fascerx, Let me ask this question as a followup, if the gen- 
tleman will yield. 

Mr. Micuen. Yes. 

Mr. Fascetn. Are any of those 52 turnback pieces now being used 
by the British Government ? 

Mr. Kapen. Yes. 

Mr. Fascexu. If they are, all of those being used have a residual 
value as far as the United States is concerned. 

Mr. Kane. Yes, sir; but I would like to point out one thing. 
When we say we have turned back 52 pieces of real estate, some of 
them we acquired because of our war plans. In other words, the 
British were operating on them all the time. We never had any people 
there, but we have now returned them. We actually have no invest- 
ment. 

Mr. Fascerz. The only time a question arises is when you have 
a residual value based on the United States construction or expendi- 
ture of United States funds. If there were no United States expendi- 
ture of funds, there is no problem on the turnback, right? 

Mr. Kaper. Yes 

Mr. Fascetu. What we are getting at now is, how many of these 
52 pieces involved residual value questions? 

Mr. Kapren. I would say of all bases we returned there are only 
two of them which have a residual value in question. 

Mr. Fascert. Because they are actually in use now by the British ? 

Mr. Kapex. Because they are in actual use now by the British 
and we spent money on them. 

Mr. Fascett. Is it a substantial amount or a small amount? 

Mr. Kapen. Small amount. 

Mr. Fasceiy. Less than a million dollars? 

Mr. Kapen. Less than a million dollars. 

We are at the point where we are getting ready to turn back bases 
that have a substantial investment and that is where we need our 
guidance. 

Mr. Fascerx. You agree with our thinking which is that now that 
we are getting really into the big part of this residual value question, 
we ought to have a clear-cut decision, especially for the military 
people as to whether or not they are going to have to be concerned 
with this thing, or not ? 

Mr. Kapex. Correct. 

Mr. Fasceiy. If we decide we are going to give up residual value 
for governmental purposes, either political or economic, it ought to 
be spelled out. That is what you are saying? 

Mr. Kapeu. Exactly. 

Mr. Fasceiyu. I agree with you that if we do not about 5 or 6 years 
from now this committee will come back, or some other committee, 
and they are going to be playing havoe with the military when it is 
basically not your fault. 

Colonel Cottins. Amen. 
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Mr. Fasceti. We found this all through this procurement and the 
military is always made the goat when basically there were political 
and economic considerations involved. As far as I am personally con- 
cerned, I thoroughly agree with you and I would like to help you 
any way I can to get a basic understanding from our Government as to 
what in the world they want to do about this problem. 

Do you have any other questions ? 

Mr. MonteomeEryY. Just one more. 

These bases that have been returned, particularly the two opera- 
tional bases that you referred to a moment ago, were they returned 
at the request of the British or by voluntary action on the part of the 
United States. 

Mr. Kavex. They were returned because we no longer needed them. 
On 1 of the 2 bases, although we have an investment in there, we 
also have a bill from the British for what they call dilapidations. 

Mr. Fascexi. I have one other question. 

Have the military undertaken to say to higher command, or some- 
body, how about giving us some instructions? 

Mr. Kapen. Yes, sir. 

Mr. Fascetn. How long ago did you do that ? 

Mr. Kaprx. The 14th of March of this year. The request for guid- 
ance was submitted through official military channels and unofficially 
through the Embassy. 

Mr. Fasceiy. Have you had any kind of acknowledgement that the 
problem is alive yet ? 

Mr. Kavet. Yes. US-CINCEUR in Paris forwarded the problem 
to the Army on the 11th of July. The Embassy forwarded copies 
of our staff study on the 1st of April. 

Mr. Fasceiz. That raises this question: Since the 14th of March 
has it been necessary for you to turn back any property ? 

Mr. Kapet. Yes. 

Mr. Fascetu. It has been substantial, has it not? 

Mr. Kapet. Yes. 

Mr. Fasceti. The problem still has not been resolved ? 

Mr. Kaper. Yes. 

Mr. Fascetz. You are about to turn back some more that is sub- 
stantial and you still have not heard from Washington ¢ 

Mr. Kapev. Yes. 

Mr. Fascexz. Are we talking in the neighborhood of possible re- 
sidual values of several millions of dollars? 

Colonel Corzins. Yes. I would like to point out that in the ma- 
jority of these they are in runway pavements in which there is a re- 
sidual value of a kind. 

Mr. Fascein. Only if it can be used ? 

Colonel Cortrns. Only if it can be used. It is not like the struc- 
tures. 

Mr. Fascetu. We could have warehouses and things like that ? 

Colonel Coutrns. Yes. 

Mr. Fascetn. We are talking about a possibility. We want to pro- 
tect ourselves and if we want to protect ourselves, we ought to do it. 
We are all agreed that we may analyze this thing and we would have 
no residual value and it could arise, that is the point. Here you are 
trying to protect the Government and yourselves and yet starting 
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back as of March 14—here it is September—you have had to turn 
back stuff all the time and watch yourself get into a worse and worse 
position with respect to somebody eventually having to negotiate this 
problem out. 

I do not think that is a very good business. It looks to me as if it 
is important enough a problem for somebody up there to get the Secre- 
tary of State and the Secretar y or whoever is responsible and try to 
make a decision on it pretty quick before it gets any worse. It seems 
logical to me. I know that on the priority list this is ws ay down the 
line, but when it involves expenditure of money and the economy and 
efficiency and all that, something ought to be done. 

Do we have any other questions ? ? 

Is there anything that you gentlemen would care to add, knowing 
where our interests lie ? 

Mr. Micuer. Do you feel that the British people as such are aware 
of our contribution to their defense, as well as our own? 

Colonel Cotirs. I think they are perhaps in all honesty slightly 
more aware because of the size of their country and their history of 
involvement in wars. They are perhaps more aware than some of 
the people in our State, Congressman. 

Mr. Micnex. You do not feel that they resent our foisting these bases 
upon them ? 

Colonel Cotiins. No; I do not really. Not thinking people. Sure 
we get complaints ‘base by base because of noise. We get an airman 
who gets drunk and disorderly and gives them trouble. This would 
happen anywhere in the world. It happens i in our own country. Asa 
nation and asa people, I think they understand. 

Mr. Micuen. That is all, Mr. Chairman. 

Mr. Fascexn. I want to clear up a point. 

We were talking about residual values on the 52 pieces of real estate 
turned back and it was in the area of a million dollars ? 

Mr. Kapveu. That is a very rough estimate. 

Mr. Fascein. Just a guess, but that applied to all 52 and not to any 
particular one ? 

Mr. Kapex. I would like to qualify that. There were some stations 
that were built under the special construction program back in 1951 
and 1952 on which we spent maybe two or three hundred thousand 
dollars apiece. Maybe this figure should be 2 million but on those we 
realize there is no residual value. They are out in the “boondocks.” 

Mr. Fascetx. There is no usability unless the RAF or somebody 
goes out there and starts operating ? 

Mr. Kapet. And they would have to spend a fortune to make it 
usable. 

Mr. Fascett. Then you are saying that the possible residual value 
in the 52 is in the neighborhood of 2 million ? 

Mr. Kapext. Our investment on those 52, we will say, is about 2 
million. 

Mr. Fascett. That is not residual ? 

Mr. Kapev. That is not residual. 

Mr. Fasceti. That is what we are trying to get straightened out. 

Mr. Blair, do we have any reports pending in this area at all as far 
as the General Accounting Office is concerned ? 
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Mr. Bua. Mr. Ness is working on that problem at this particular 
time, Mr. Chairman. On the matter of what action the Air Force is 
taking, he is working on that. 

— ae penie Mr. Ness, would you come around here for a moment, 
please 

You are currently assigned to this problem area ? 

Mr. Nzss. Yes, Mr.Chairman. At the present time I am conducting 
a review of the construction programs of the 3d Air Force. 

Mr. Fascetx. That is the entire construction program ? 

Mr. Nzss. More or less, although there are certain areas in which I 
am concentrating. This question of residual value and turnback of 
bases is one of the items that I have a very great interest in. 

Mr. Fasceii. Are you anywhere near completion of your review? 

Mr. Ness. I hope to get through with it in the near future. 

This particular problem I run into involves the security problem. 
There are certain files and records which I felt I needed in order to 
make determinations and they have tentatively been withheld from me. 
I have taken this matter up with the officials out at the 3d Air Force. 
They had a regulation which requires them to get clearance from the 
Secretary of the Air Force before—— 

Mr. Fasceti. The same regulation we were talking about this morn- 
ing on top-secret material ? 

Mr. Nuss. I believe it is, but there is a regulation covering it. I 
—e like to say that I have had splendid cooperation with these 
people . 

Mr. Fascerz. I understand that. They have to clear it with Wash- 
ington before they can make it available. How long has this office 
been trying to get it cleared ? 

Mr. Ness. I think I made the first request in July and informally a 
few days before. Later I was asked to submit it in writing to General 
Moore, and he, in turn, endorsed it to Headquarters USAFE. In the 
last inquiry I made I was informed that Headquarters USAFE has 
in turn endorsed it to the Pentagon. I still have not had any response, 
yes or no. 

Mr. Fascerx. You should hear by January, I hope. 

Is this a normal process, this whole thing, as far as the length of 
time is concerned? Is there anything unusual in this request? It 
seems like a routine operation to me as far as security is concerned. 

Mr. Ness. I would not consider it to be unusual in any respect. I 
tried to indicate why I needed to obtain this information. I have not 
had any prior experience where I have been delayed as long as this. 

Mr. Fascet.. The point is, it has already been since July ¢ 

Mr. Ness. Yes. 

Mr. Fasceti. That is 3 months. If it takes 3 months more to get an 
answer, that is 6 months. This residual value thing, the military 
already sent it up starting back in March and by the time they get an 
answer you have had an opportunity to review it, then there will be no 
more problem and it will be all over. That is what I am worried about 
right now. 

Mr. Ness. Security has always been a problem to us. We run into 
this in all of our jobs. 

Mr. Fascett. How many man-hours has this station put into this 
problem already ; do you know offhand ? 
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Mr. Ness. No; I really have not given it any consideration. 

What we try to do in running into a situation like that is to spend 
our time on other operations which we have scheduled on the assign- 
ment. Again, there is a question of personnel. 

I had one of my staff members available at the time and did intend to 
assign him to that, but since that time he is no longer available either. 
It causes me some difficulty in making the best use of manpower. 

Mr. Fascetu. It also causes difficulty when you have a matter which 
requires your joint consideration. 

Mr. Ness. It does. Those things go cold on you and they are quite 
complex and technical. 

Mr. Fascett. Where you do not start out with the foreknowledge 
that you have a problem, that is one thing; you work until you get 
the thing done and then you try to schedule it the best way you can. 
However, when you start out in an area where you know that you 
have a problem and get delayed it seems to me like I would be tearing 
my hair out. 

Mr. May. Is it a residual problem over all, or do you have to refer 
it to the Pentagon ? 

Whose office or whose area should this be pinned down to? 

Mr. Ness. This request would require the approval of the Secre- 
tary of the Air Force. 

Mr. May. In your case and in the case of the residual bases? 

Mr. Ness. The two problems are related. I am interested in mak- 
ing a review of these bases which have been returned, to find out 
the reasons why they have been returned. The thing we are in- 
terested in is determining the validity of the expenditures made at 
the base. I might say that, for instance, if we found that a million 
dollars had been spent at the base and it was occupied for 6 months, 
or so, the question arises in our minds why was that money spent in 
the first place? Is it on questions of that nature we are interested in 
developing facts. 

Mr. Fasceiy. So is the Congress of the United States. We want 
to know whether it was a military consideration, political or eco- 
nomic. We think it is very important for you to get in there to 
find out these things. 

Mr. Ness. We consider it very important, too. 

Mr. Fascetx. I sure hope you get your request soon because the 
way this thing is going, from what Mr. Kadell tells me—I must say 
that the committee is very appreciative of the fact that the military 
acted promptly in trying to get instructions when they saw that this 
thing was going to be a major factor—and I want the record to be 
clear on that point so that if this issue ever comes up again with 
respect to the Third Air Force, it will be clear to everybody that 
they tried to do what was right when it was necessary to do it. 

I can see some repercussions coming from this. 

Have I laleniied the position here? 

Mr. Buarr. No, Mr. Chairman. 

I would like to point out that Mr. Ness immediately informed us 
in Paris of his problem. I thought it advisable that the command- 
ing general here know of our request and take it upon himself to 
release the report to us. 
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Apparently he did not see fit to do it and apparently USAFE did 
not see fit and referred it back to the Secretary. 

Mr. Fascetu. Under the regulation they cannot release it to you. 
That is, if I read that regulation correctly. 

It said on top secret material that they have to get the Secretary 
of the Air Force to do it. 

Mr. Briar. That is correct. Nevertheless, I want to go to the top 
man in the command. 

Mr. Fascetn. You want to give him an opportunity to use his dis- 
cretion in the spirit of the regulation ? 

Mr. Buatr. Right. 

Mr. Fascetu. It seems a very sensible thing to do. 

Mr. Ness. In this particular instance, I do not know that it was 
top secret. It is my understanding that access to the records was 
denied because it involved plans and this planning required a clear- 
ance from the Secretary of the Air Force before it could be released. 

Mr. Fascett. We have run into this thing all the time and we are 
going to be very interested in trying to get something done on it. 
For the life of me, I cannot understand why you should not have top 
secret clearance, or Q or X or Z or anything else. 

Mr. Buatr. I would like to point out that everyone of our staff 
members has top secret clearance. 

Mr. Micueu. Sort of an open ammunition session ? 

Mr. Fascetut. You have to get cleared to have access to the specific 
information you are seeking, but you do not know what it is because 
the material is not available to you? 

Mr. Ness. That is right. 

We have no interest in war plans and we appreciate that there are 
many of these classifications pertaining to war plans. We do have 
need to get into the various records and satisfy ourselves where Gov- 
ernment dollars have been expended. 

Mr. Fascety. Are there any other questions? 

Mr. May. On the 25 bases still active, with some to be returned, 
have we determined the value? 

As I understood, it involved several millions of dollars. 

Mr. Fascetn. Very substantial. 

Mr. May. We did not come to any conclusion because it is hard to 
do that due to the usage possibility of the British ? 

Mr. Fascetz. Idonot know. Ask one of those fellows. 

Mr. Kapreu. Mr. Chairman, for the record, I would like to state 
that the Third Air Force asked for instructions on residual values 
on the 26th of July, 1955. 

Mr. Fasceti. I am glad that you have made it clear for the record 
that it was worse than I thought it was. In fact, there is no excuse 
for it, none whatever. If they made a decision that they are not going 
“a take into consideration these values, they ought to let you fellows 

now. 

Are there any other questions? 

If not, General Holtoner and Colonel Collins and Mr. Kadel, we 
appreciate the fact that you have given us this time on short notice 
to go into this very important area for this subcommittee. 

It certainly has been very interesting and helpful for us and we 
trust that the hearings have been mutually beneficial. We wish that 
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we could have visited you out at your installations. Time did not 
permit, however. 

We wish to thank you very much for coming down here and joining 
us. 
General Hottroner. Thank you, Mr. Chairman. 

Mr. Fascett. With that, the meeting will be adjourned. 
(Thereupon, the hearing was adjourned at 11: 45 a. m.) 
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(A Review of GAO Aetivities in Connection With Certain 
Federal Expenditure, Procurement, and Inventory Practices 
in Europe) 


WEDNESDAY, SEPTEMBER 11, 1957 


House oF REPRESENTATIVES, 
SUBCOMMITTEE ON EXECUTIVE AND 
LEGISLATIVE REORGANIZATION OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
American Embassy, Bonn, Germany. 

The subcommittee met at 10:30 a. m., American Embassy, Bonn, 
Germany, Hon. Dante B. Fascell (acting chairman) presiding. 

Present : Representatives Harden, Michel, and May. 

Also present: Christine Ray Davi is, staff director; Orville S. 
Poland, general counsel; Orville J. Montgome ‘ry, associate counsel ; 
John W. McGarry, assistant counsel ; John R. Bue kley, staff member ; 
and John P. Carlson, minority counsel. 

Mr. Fasceraz. The meeting will come to order. 

This is a meeting of the Subcommittee on Executive and Legislative 
Reorganization of the House Committee on Government Operations. 

First of all, let me extend, on behalf of the committee, the thanks 
of all of us, Mr. Ambassador, for the very fine and courteous treatment 
that we have received. Were alize, of course, that we are here without 
the warning time we would like to give and the preliminary briefing 
that we would like to have; that is, the way we normally operate. 
We are covering such a vast area and in such a limited time that this 
was an impossibility. Therefore, we doubly appreciate the fact that 
you have gone to this effort to accommodate us. 

Our primary field of interest deals with the operations of the 
General Accounting Office because of the fact, as is well known, the 
Committee on Government Operations is interested in all of the 
appropriated dollars from the standpoint of their expenditure eco- 
nomically and efficiently. 

T heretore. it becomes necessary for us to review not only the Gener: il 
Accounting Office operations but also the field or area that they review. 
That is the reason we are here today. Allofthe major areas of interest 
that have been developed by the field office of the General Accounting 
Office since it was organized, since the European Branch was organized 
in 1952, is what we are scrutinizing. 

A great many reports of considerable interest have been made, and 
we are trying to find out a little bit more about them, if we can. 
With that in mind, we have held hearings wherever we have gone. 
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If the subcommittee decides to get into classified matters, that will 
be something else again. If whoever is testifying decides that the 
matter he is about to testify on is classified, let him say so. 

We will start out the hearing, basically, in open session, and if the 
committee then decides that we want to develop classified material we 
will determine whether or not we want to go into executive session to 
develop it any further. At least for general purposes, we would like 
to get this information in an open record. 

With that, we are shooting against a time schedule, and we are 
sorry we area little late. We want to give you all of the time necessary 
for your briefing to get your position across, and then we would like 
to have some time for questioning. With that general frame of refer- 
ence, we are prepared to listen to you. 

Ambassador Bruce. I suppose you had better start with General 
Summerfelt. 


STATEMENT OF BRIG. GEN. MILTON F. SUMMERFELT, ACTING 
CHIEF, MAAG, BONN, GERMANY, ACCOMPANIED BY COL. CHAN- 
NING E. BEASLEY, EXECUTIVE OFFICER, MAAG, BONN, GERMANY, 
AND COL. LUTHER H. RICHMOND, CHIEF, AIR FORCE SECTION, 
MAAG, BONN, GERMANY 


General Summerrect. To highlight, we do have a report that we 
want to pass on to you that came in in the last day or so here. That 
is the General Accounting Office report on the visit that was made here 
this spring. 

Mr.’Fascetn. General, would you, for the record, identify yourself 
and give us a brief background of your record ? 

General SummerreLr. I am Gen. Milton F. Summerfelt, deputy 
chief of the military assistance advisory group. 

Mr. Fascetzi. How long have you been on this assignment, General ? 

General Summerrett. I have been on this assignment approximately 
30months. Larrived here January 15, 1955. 

Mr. Fascety. What was your assignment prior to that ? 

General Summerrett. Prior to that I was commander of the Rome 
Air Force Depot in Rome, N. Y. We do have that report, which we 
can pass to you. 

What I can do is to give you a highlight, a brief and unclassified 
report on the current status of the buildup. I do have a briefing that 
is prepared that is classified secret, if you would like to have that. 

Mr. Fascetn. Why not give us the highlights on the unclassified 
matter and then, if we need to develop any information on the classi- 
fied matter, we will do that later. 

General Summerreir. Today we have in the MAAG here in Bonn 
151 people that are authorized, of which there are 142 here. We 
have trained teams authorized who are out in the field in the number 
of 155, on temporary duty from USAREUR, of which 16 are also 
in the Navy, I have a total of 209 out in the field. Thus, the overall 
total of the MAAG here, assigned in the field and to temporary duty, 
is 155. We do not include the training personnel who are training 
for the Air Force, because those people are specifically assigned to 
United States air forces here in Europe. There is a team which is 
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supporting their training in the Munich area. We have examined 
our workload here for this fiscal year and intend to reduce our as- 
signed personnel by the end of this fiscal year by a total of 37 people. 
We intend to reduce our USAREUR temporary- -duty people entirely 
from the current of 209 to zero. That, in substance, is our personnel 
plan for this year 

Mr. Fascetzi. Excuse me, General. 

Mr. Blair, is this the largest in the European area ? 

Mr. Buarr. I believe so, Mr. Chairman. 

General Summerretr. This MAAG, as I say, is, I think, one of 
the newest MAAG’s in Europe. We were formed on the last day of 
December in 1955, although prior to that there was an advance plan- 
ning group here to assist the Germans in the deve lopment of the train- 
ing plans which we were committed to support. Of course, we were 
also to assist them in informing them of the Nash list, with which I 
think you are fully familiar. 

Mr. Fascexy. It was an advent of the advance planning group. 

General SumMERFELT. Yes; and then the MAAG was formed. Then 
the buildup, of course, here, began actually about July 1, 1955, but 
it was very small. The official beginning day was, as I ree all, the 20th 
of January 1956. That took plac e in Andernach, Germany, on that 
day, and it was a very impressive cer emony. The German Govern- 
ment had most of the military who were in the service about that time. 
They totaled in the order of around 1,500 people. Our primary task 
was to assist them in their training program, which was primarily 
based on the equipment which was provided by the Nash list. 

Mr. Fascetit. Excuse me. I am confused on a point here. Were 
you part of the advance planning group? 

General Scamerreir. Yes; I came here when there were 15 people, 
and we grew step by step. 

Mr. Fascetx. Did the advance planning group formulate the recom- 
mendations embodied in the Nash list ? 

General SumMERFELT. No; that was done, as I recall, back in Wash- 
ington, D.C. 

Mr. Fascetyi. In other words, the programing of the military assist- 
ance under the Nash list was not formulated locally ? 

General SumMERrELT. No. 

Mr. Fasceti. That was a top-level decision ? 

General Summerretr. Yes. I think there were refinements made 
in those early days. I think the initial list, before it was finalized, 
did have some vehic les in it, some commercial-type a Perhaps 
there were some jeeps, but they were all, you might say, eliminated be- 
fore the commitment became firm and official. 

Mr. Fascetn. Sir, when you submitted your program for 1956, was 
it based on the Nash list or was it a modification thereof, or based on 
separate recommendations and surveys made by the country team? 

General Summerreir. Of course, our program was a coordinated 
country-team one. This pertains to training now, I presume? 

Mr. Fascety. I am talking about materiel, sir. 

General Summerretr. The Nash list was firmed up and given to 
the Germans, as I recall, November of 1954. 

Mr. Fasceti. Wasthat a unilateral thing? 

General SumMerrecr. That was a United States commitment. 
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Mr. Fasceti. What I mean is, there was no bilateral agreement be- 
tween Germany then and the United States was there ? 

General Summerretr. Not at that time. 

Mr. Fascrets.. It was a proposal by the United States to deliver 
certain amounts of military equipment to Germany ? 

General Summerretr. That is true. 

Mr. Fascexti. That was made available to the Germans in November 
of what? 

General SuMMERFELT. 1954. 

Mr. Fascetn. My question is: What happened when you started 
programing under the military assistance advisory group? How did 
you treat the so-called Nash list at that time? Did you program? 
Youtellme. I donot know. 

General Summerre_t. After the Nash list was delivered, then the 
buildup planning by the Germans was obtained. They drew up their 
plans on a schedule of forming their various divisions and wings and 
squadrons in the Navy. 

Mr. Fascetz. That was for internal operation, however ? 

General Summerrett. Yes. 

Mr. Fascetzt. At the same time, they had to meet NATO commit- 
ments at or about this time ? 

General SummerFELT. Yes. EDC guidance was provided to them 
about this time and then SHAPE guidance stemmed from that. 

Mr. Fasceri. That is the point I am getting at now. 

In programing from the time you had a military assistance advisory 
group, how did you treat these requirements in submitting your pro- 
gram on up to Washington? That is what I am trying to find out. 

General SumMERFELT. Based upon this buildup schedule that the 
Germans had planned, we reviewed it, and it was in line with the 
force-goal objectives both of the Joint Chiefs of Staff and of SHAPE. 
Then a training program was worked out. That was made to support 
the rate of buildup. Also, a delivery schedule was worked out, based 
upon their schedule of buildup. As the days and months went by, we 
step by step reviewed those to make sure that those were current. 

Mr. Fascetx. Let us put it this way: You have got your 1959 sub- 
mission in now, do you not ? 

Colonel Beastey. Not materiel. 

General SummMerreLT. Wedo not program any materiel for MAP. 

Mr. Fascetz. That is the point we have been wanting to get at then, 
I suppose ? 

Colonel Brastey. We did not submit a materiel program for Ger- 
many. 

General Summerretr. We did submit a requirements study in 1956. 
It was primarily an exercise, though. It was not actually a materiel 
program. Wedid spell out what the requirements were. 

Mr. Fascert. Did you make up or submit a program with respect 
to the deficiencies that exist with respect to the force-goal objectives ? 
You do not do that, either ? 

General Summerre.t. We do not implement—— 

Mr. Fasceti. Maybe we better start from scratch and let you tell 
us what you do do. What does the country team do today? I am 
way out in left field right now. 
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General Summerrett. The country-team agreements and decisions 
that have been recommended have been that Germany will pay for any 
additional materiel. 

Mr. Fasceti. Over and beyond the Nash list? 

General Summerreit. Over and beyond the Nash list. An addi- 
tional, very small, training program has been recommended. It has 
been in the order of $5 million, of which the Germans are paying 
90 percent of those costs. It costs us on the order of $400,000; that is, 
the United States, $400,000. The Germans are paying $4.5 million 
of that total $5 million cost. 

Mr. Fascezi. Let me see if I understand it at this point. You do 
not evaluate deficiencies that might exist as far as the military is 
concerned as against force objectives or commitments to NATO? 

General SumMeERFELT. What we do now, since we are on a reim- 
bursable program, we do know what the force goals are and we assist 
them in the event they should ask for the procurement of certain 
equipment. 

Mr. Fasceru. In other words, we are in the market for hardware? 

General SumMmeErRFELT. Yes. 

Mr. Fascetu. If it happens to be a friend of ours, and certainly 
Germany at this point is a friendly country, if they request us to 
procure something, we give them an assist on that ? 

General Summerretr. Yes, upon contact we know what they are 
striving for and assist them in firming up letters of offers or letters 
of sale. We work back to our headquarters, back home, when these 
things do take place. 

Mr. Fascett. This raises a problem with respect to the delivery 
of materiel which is in excess of the force objective requirements; 
is that true? 


General Summerrett. I do not think so, sir. Are you referring to 
sales ? 

Mr. Fascetx. I am talking about military assistance, hardware de- 
livered to the Federal Republic of Germany which is not required 
to meet their force objectives. The question is: Is it on a reimburs- 
able basis or is it not? You tell me it is now? 

General SummerFett. On the Nash list, as far as I know, only 
equipment 

Mr. Fascetu. Is it retroactive? That is what I am trying to find 
out. I think it is fine that we are able, in dealing with a country 
that is in a good enough position on that, that they can buy materiel 
from us. I think that 1s wonderful. 

The question I am asking is, does this affect any deliveries of equip- 
ment scheduled prior to the time that reimbursable agreement was 
reached, but which are not necessary or desirable? 

General Summerrett. I think my staff will support this, that all 
the equipment that has been requested for procurement does support 
their force-goal requirements. As far as I know, the equipment in 
the Nash list does fully support their force goals and also their train- 
ing requirements. 

Ambassador Bruce. Mr. Chairman, may I interrupt for one 
moment ? 

Mr. Fascetu. Yes. 


Ambassador Bruce. Maybe this would be useful. If you could state 
how much of the Nash equipment list has already been delivered and 
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in their hands and how much is en route, I think that would put it in 
perspective. 

Mr. Fascetx. On a percentage basis. 

General Summerre.t. The Nash list totals in the order of $950 
million, of which 65 percent has already been delivered. The Navy 
portion has been entirely delivered. By the end of this year, just 
about 100 percent of the Army portion will be delivered. 

Mr. Fascetu. How about this situation ? 

General SumMeErFELT. Except for one item. 

Mr. Fascexu. I think that brings home exactly what we are a little 
bit concerned about. Suppose that under this Nash list in which we 
agree to deliver, we are going to give them item X but they want M-1’s 
instead of X’s. The question is, do we supply the M-1’s, or do they 
pay for them ? 

General SummeErRFELT. We have kept the Nash commitment as a 
firm contract. We feel that is very desirable. 

Mr. Fasceti. Asa military decision ? 

General Summerrett. That has been a decision that has been made 
both by the military and, I think, in coordination back home. Once 
you open up this contract they will begin to swap back and forth. 
I think that the Air Force can highlight an instance where at one 
time there was a request for substitution, I think, and if we get into 
the details of it, it ought to be classified. It ought to be a classified 
discussion. 

Mr. Fascet,. We do not want to get into the specifics. We are just 
trying to determine principle. In other words, if under our present 
operation a substitution is requested, I am trying to determine—you 
say we are on a reimbursable basis—whether or not under those 
circumstances it would come under the reimbursable agreement. I 
see the colonel says, yes, it would. 

General SumMeERFELT. We feel that the Nash commitment should 
remain firm. 

Mr. Fasceti. I can appreciate that. 

General SuMMERFELT. There is a requirement for the entire amount 
and in addition to that, I think I can state that they are buying on 
the order of $346 million from the United States. 

Mr. Fascerx. Has the decision been reached as to what the United 
States position would be in the event the Federal Republic of Ger- 
many decides on a substitution from the deliveries that would be 
coming to them under the Nash list ? 

General Summerrectr. I think so. I will have to check on that. As 
I recall the Bendetsen report as of July 1956, they stood firm on a 
no-swap, no-exchange. 

Mr. Fascein. If they want better equipment they have to meet 
the present agreement ‘ 

General SuMMERFELT. Yes. 

Mr. Fasceti. If that has been arrived at, what about the equip- 
ment which is scheduled for delivery under the Nash list, but 
because the Federal Republic wants a substitution, you have this 
equipment. j . Bi. 

The next question is obviously, is it here, back in the States, or 1s it 
in the pipeline, or where is it? Where will it be? What problems 
do we run into if that situation should arise # 
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General weber On that one request, it was turned down. 

Mr. Fascety. I do not want to get into specifics. Let us take a 
for instance. Let us say you have 100 units of something that is going 
to be delivered under the Nash list. Let us say you have delivered 
50 of them now. You got to the point where you are about to deliver 
the other 50 and the Federal Republic says, “That is fine. We will 
be glad to have them, except that we want some new modifications on 
this equipment. We would just as soon have 50 M-1’s of something 
else.” We say, “That is fine. You pay for them.” They say, “O. K., 
we will.’ 

Now, what happens to the other 50 units that we were going to 
deliver under the Nash list? That is all I am trying to find “out. 

General Summerrect. They have never specifically asked firmly 
and said that they did not want 50. 

Mr. Fascruy. I understand that. I am saying, If this should arise, 
what will then happen to the undelivered items under the Nash list‘ 
Will we bring them into Germany? If we did, General, they would 
immediately become excess. 

General SumMeERFELT. Based upon our policy back home, if it 
should arise that they should say they do not want these 50 items, 
then we would not deliver those 50 items to them but they would be 
redistributed by the headquarters back home. 

Mr. Fasceiti. That sounds very logical. That would raise no 
problem if you did not already have the 50 items in your command. 
If you have them, call on the prime depot, all right. If you have the 
50 items in your command and I make such a decision, those items 
have become excess; is that right ? 

General Summerrett. We do have a time-phase requirement re- 
port which does spell out specific times that these are required. If 
the requirements should change, then those items are deferred until 
they are needed. 

Mr. Fascetx. In other words, what you are saying is that as of right 
now in this hypothetical discussion that we are having, you have no 
problems ? 

General SumMerFeLT. No: but we do constantly take a look at 
those charts to insure that they are firm. 

Mr. Fascett. Obviously, you are not going to deliver anything to 
the Germans if they do not want it ‘ 

General SumMerrect. That is right. 

Mr. Fascetui. That is very obvious. 

General SumMerrett. That is very right. 

Mr. Fascett. That amounts to a change in requirements actually, 
or a change in our basic agreement, and therefore if you could stop it 
soon enough we would not have any problem about wasting time in 
transportation and handling, storage, and that sort of thing. You 
are telling this committee, then, that you have not run into that 
problem and we have nothing to worry about there ? 

General SumMMERFELT. Yes. 

Mr. Fascetz. Do you have a question, Mr. Poland? 

Mr. Potanp. The question which I was about to suggest to the 
chairman, General, was as to whether these current requisitions which 
we are talking about on a hypothetical basis would have any refer- 
ence to what has been a German stockpile? 
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General Summerrevt. As far as I can see, I think we can discuss 
the former existence of the German stockpile. I think that would 
be in the classified category, the existence of it. 

Colonel Brastey. Not the details. 

Mr. Potanp. It was not a question of the details but the existence 
of it. 

General Summerrerr. There was a stockpile established which was 
above and beyond the Nash commitment. As far as I know that 
stockpile is being redistributed now by the Department of Defense. 

Mr. Potanp. The redistribution is because the items currently in 
that stockpile are to that extent currently in excess ? 

General Summerrevr. Not necessarily. Some of the items in that 
stockpile were bought by the Germans. Others were not. 

Mr. Potanp. I was assuming that those bought by the Germans are 
not in the stockpile in that sense? 

General SumMeERFELT. Yes. 

Mr. Potanp. But those remained over and above the indicated 
purchase requirements or desires of the Germans and then become 
excess, do they not ? 

The Colonel says, no. 

General Summerretr. As far as I see it they become excess to our 
current German requirements. As to worldwide requirements, this 
is not known here. ‘That bookkeeping is done back home. 

Colonel Brastey. Could I clarify a point that Mr. Poland is hit- 
ting at here? 

Let me make one point here, Mr. Poland. I do not believe that the 
Germans knew of the existence of this so-called stockpile that you 
are talking about. 

Mr. Potanp. The question as to their actual knowledge of the 
existence of it would have no reference to your attitude in the matter 
of redistribution ? 

Colonel Bristey. No, sir. 

Mr. Powtanp. That, im a sense, is immaterial, is it not ? 

Colonel Brastey. That so-called excess over and above the Nash 
list that you referred to, Mr. Poland, is a result of a decision that 
there would be no more grant aid for Germany. 

Mr. Potanp. The items which the Germans now take from this 
so-called stockpile are taken on a reimbursable basis? 

Colonel Beastry. Are taken on a reimbursable basis, if at all. 

Mr. Potanp. Their determinations on purchase then are based upon 
what they interpret to be their current needs? 

Colonel Brastey. That is right. 

Mr. Potanp. In the event you have merchandise, so to speak, to 
offer to them, that does not meet what they deem to be their current 
needs, then that is notice to somebody somewhere that that is excess 
material; is it not? 

Colonel Brastey. The military departments concerned, if it comes 
up; yes, sir. 

General Summerrett. We here do not know the size of this stock- 
pile which was established 2 or 3 years ago. We do report that these 
people do not want to buy items and report that back home. 

Mr. Fascetz. Then it becomes a decision for somebody else as to 
whether or not it is removed ¢ 

General SuMMERFELT. Removed from where ? 
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Mr. Fascetz. The stockpile. 

General SumMERFELT. Yes. 

Mr. Fasce.u. If they do not make the decision, then you just keep 
carrying it? 

General SumMeERFELT. We here today are not aware of any stock- 
pile at all. I do not know of the current existence of a stockpile as far 
as this MAAG is concerned. 

Mr. Fascett. What we are interested in is cost of handling and 
storage on items that nobody wants. 

General SuMMerrett. I] cannot agree on that. 

Mr. Fascexu. I say that is all we are interested in. 

Ambassador Bruce. Mr. Chairman, may I ask another question 
at this point ? 

Mr. Fascexy. Yes, sir. 

Ambassador Bruce. As I understand it, the MAAG has no control 
over a so-called MAAG stockpile that does not exist? 

General Summerrett. That is very true. 


STATEMENT OF AMBASSADOR DAVID K. E. BRUCE, UNITED STATES 
AMBASSADOR TO GERMANY 


Ambassador Bruce. If I go back to the past, with which I have had 
some familiarity on this thing, it seems to me that the Nash list is made 
up as a tentative list at a time when the manner in which the German 
Army would be raised and armed had not yet been agreed upon. It 
was a tentative list in the sense it was expected that it would be added 
to later on. As the situation developed after the failure of the EDC 
and then the incorporation of Germany into NATO, or membership 
in NATO, then as the economic situation improved here to a point 
where there would be forthcoming from us no more grant aid, then 
the Germans had the right to levy upon the items in the Nash list, 
none of which they, to date, refused, but exclusive of those items, 
their purchases were then made, or were to be made, out of their own 
funds and a contract for the supply of military equipment of all sorts 
was entirely within the jurisdiction of the German Government. It 
would not necessarily be bought from the United States Government 
or from American supplies. 

As a matter of fact, they are buying all over the map. If we re- 
member that history, I think the operations of the MAAG here must 
differ radically from the operations of any other MAAG in Europe, 
because the MAAG itself has no stockpile. It has a call upon those 
items originally laid out in the Nash list. The only preblem that I 
can see that would come up would be the one mentioned by the chair- 
man. If the Germans (1) did not want some items still undelivered 
on the MAAG list or (2) wanted to substitute for items on that list, 
others which they considered to be more desirable, in the first instance 
they could reject entirely and, in the second instance, they could not 
substitute anything that they wanted in the way of substitution which 
would become the subject of an independent contract to be paid for 
out of their own funds. 

If I understand it, the thing that has intrigued me this morning— 
I had not heard of it before—is the question the chairman really raised 
and that is whether or not the United States Government, and the 
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Department of Defense primarily, is going to be stuck with an amount 
of material which is not going to be delivered; one, under the MAAG 
list, or to be contracted for later on by the Germans. 

The question then arises, it appears to me, whether such materiel 
on the Nash list is under the control of the MAAG, or, secondly, 
whether those items that you have spoken of, which are in addition to 
the original Nash list, are in existence in Germany earmarked only 
for the German armed forces. 

As I understood it some years ago, in the second category, that 
tentative earmarking was of stocks that the Army, Navy, and Air 
Force might declare surplus in the event of need for the German 
military forces. That need does not exist since the German military 
forces can buy them. Therefore, as regards the MAAG, no stockpile 
of any sort exists in Germany. If there is any such thing, it is within 
the compass of the Army, Navy, and Air Force, and the MAAG has 
no knowledge of it nor disposition over that so-called surplus; is that 
a correct statement ¢ 

General SumMerrett. Yes, sir: I think it is. 

Mr. Fascett. I appreciate, Mr. Ambassador, the very explicit para- 
phrasing of what it is we are trying to get. That is exactly it. 

As I understand it now, we have arrived at the decision that with 
respect to the problems that might arise on supplies to be delivered 
sinder the Nash list, these are within the respective military commands? 

Ambassador Brucr. Any surplus over the items on the MAAG list. 
We have not reached a problem that might come up and we do not 
want the rest of these tanks that have not been delivered, for instance. 
I doubt whether they are going to do that because the original Nash 
list was a list that provided only for those supplies which w vould seem 
to be immediately necessary to the initial buildap of the German 
armed forces. Actually the nine-hundred-and-fifty-odd-million dol- 
lars’ worth of materiel is going to be a drop in the bucket and less 
than the annual purchases of the German armed forces elsewhere. 

Mr. Fascetx. If 65 percent of that amount has already been de- 
livered, it raises a question whether the current strength and buildup, 
whether or not you need the remaining 35 percent for that type of a 
buildup, or are you going to throw it into a training program, attri- 
tion,or what? That isthe problem. 

Ambassador Bruce. I drop it at this point, because I have gotten 
it up to that. 

Mr. Fascetx. I appreciate your doing that, because you have laid 
the problem very clearly before all of us. That i is it. 

What happens to this 35 percent that is yet undelivered? You 
say that is not your responsibility as long as the Germans take it? 

General Summerretr. No, I want to highlight this. 

The Germans have officially accepted all items in the Nash list. We 
offered it to them as a Nash commitment and they came back to our 
Government and said, “We accept each and every item.” 

Mr. Fasceti. Then you have a question of actual deliveries of the 
hardware? 

General SumMERFELT. Yes. 

Mr. Fasceti. At which point they can say, “Thank you. We have 
plenty of this.” Or, “We would rather have something else” ? 
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General SuMMERFELT. Officially, no request has come in for a switch 
within the Nash list. The one instance I was referring to was an 
unofficial request. 

Mr. Fascetx. In other words, a matter under discussion but not 
really boiled down into an official determination on either side? 

General SuMMERFELT. We did get guidance from back home and 
they firmed this up. If there is a substitution and they want some- 
thing else, it is to be paid for. 

Mrs. Harpen. May I ask a question ? 

General Summerfelt, dollarwise, how much materiel have we actu- 
ally delivered to the Germans? 

General SumMeErFELT. I think I have a figure on that. 

Mr. Micnex. Sixty-five percent of $950 million ? 

Mrs. Harpen. Sixty-five percent of $950 million ¢ 

Mr. Fascetyi. Roughly. 

General SummMerretr. That was based on—— 

Mrs. Harpen. Is that classified ? 

General SumMerFELT. Yes; but I can deal in percentages. 

Mr. Fascetu. I believe that is close enough, General. If you are 
interested in specifics, we can get that later on. 

Mr. Povanp. I was going to ask, Mr. Chairman, in view of what 
the Ambassador said, whether you could tell us, General, as to how 
the duties of this MAAG differ from other MAAG’s with respect to 
programing, procurement, utilization, disposal, and so on ? 

Mr. Fascretu. I think we are at the point where we need to under- 
stand your operation. 


General SumMERFELT. I would be very happy to highlight that. 


I think ours differs from other MAAG’s in that we are assisting 
in the implementation of a rather large reimbursable procurement 
program which not only includes materiel, but also trainin 

Mr. Potanp. Ordinarily a MAAG under these other missions would 
make a survey in conjunction with the country where they are located 


a 
5: 


to determine the attainable force goals which would go through chan- 
nels and they would make a recommendation. In this case of reim- 
bursable items, do you make such a preliminary survey ? 

Mr. Fascetu. I would interject a remark here. I cannot see why 
it is necessary if they are buying for cash, what they are going to do 
with it, unless it is completely opposite to what our political goals are. 

General SumMeERFELT. We do look at it to make sure, one, if they 
are interested in buying from us and that the equipment is entirely 
suitable for the mission that they have been assigned to do. 

Mr. Potanp. As far as the programing for reimbursable items is con- 
cerned, as the chairman said, this is a customer in the field so you do 
not really program it; do you? 

General SumMerre.t. No; we do not program that. 

Colonel Ricumonp. While we do not program in the sense of United 
States programing for materiel, nevertheless one of the aspects of our 
assistance to the Germans is to assist them to program their require- 
ments. In other words, if they want to buy an item from us, we are 
just as interested that they do not get too many of them, because we did 
not determine the requirements, as we would be that they might not 
getenough. So, we help them. 
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Mr. Potanp. But your programing functions as thus discharged, 
would have no relation to the creation of an excess on the part of the 
Germans because they are going to buy what they get; are they not? 

Colonel Ricumonp. Yes, sir. 

Mr. Potanp. So that the programing operations would in no sense 
help to create an excess; is that right ? 

They are going to buy what they buy so your programing has no rela- 
tion with the possible increase in excess here; is that right or wrong? 

General Summerrett. I do not see how it could. 

Mr. Potanp. Other MAAG’s, as one of their functions, have the 
study of utilization. I am going to assume now or, rather, I will 
ask you what your studies of utilization amount to? 

General Summerreit. The way we determine utilization is, one, 
through reports by the German Armed Forces and then also reports 
from our training personnel who are in the various units and schools 
of the German Armed Forces. 

There are some visits by the MAAG to the field, too, but utilization 
is to determine utilization and we get that, not from a direct examina- 
tion into this, that, or so on, but we do get it from a broader look as 
we examine the training, maintenance, supply, or the like. We do 
determine the degree of utilization that they do attain. 

Mr. Potanp. You indicated a while ago that so far as you are con- 
cerned, this stockpile has a mythical existence. It is not an actual 
thing as far as you are concerned ? 

General SumMeErrevr. As far as I am concerned, the stockpile does 
not exist. 

Mr, Poranp. If there is an excess in that stockpile that excess would 
also be mythical and it would not exist? That is, if the stockpile 
does not exist, any excess in that stockpile would not exist either, 
would it? That is, as far as you are concerned ? 

General Summerrexr. I do not know because that is all adminis- 
tered back home and I do not know. 

Mr. Potanp. I asked that question to lead to the point as to whether 
you had a responsibility with respect. to the disposal or redistribution 
of any excess that might be created there. What would your answer 
be to that? 

General Summerren.r. That from our examination of the utiliza- 
tion here, we have not found any excesses at this time. 

Mr. Potanp. I know, but you would not find any excess in the 
stockpile that you did not know existed. 

General Summerrevr. I am referring to the equipment from the 
Nash list that has been turned over to the Germans. 

Mr. Poianp. So, there has been no redistribution of materiel that 
has been originally designed for the Germans here? 

General SummeErFELT. I am speaking precisely on the Nash list. 

Mr. Potanp. What about the stockpile, outside the Nash list / 

General Summerret. As I said, I do not know that one exists, but 
I did know that there was one a couple of years ago. 

Mr. Potanp. If such a stockpile now exists, and if there is any 
excess in such a stockpile, whose responsibility, so far as you know, 
would it be to dispose of it ? 

General Summerrevr. The responsibility would be handled in 
Washington, D. C., by the Department of Defense in collaboration 
with the Army, Navy, and Air Force. 
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Mr. Fascetu. Strictly a military-command problem ? 

General SumMerret. Yes. 

Mr. Micuen. General, I take it that you are concerned strictly with 
those items in the so-called Nash list? 

General Summerretr. And, in addition to that, those items that are 
being procured by the Germans from the United States. 

Mr. Fasceui. You act as a coordinating group for that procurement 
through the military branches ? 

General SumMeERFELT. Yes. 

Mr. Fascetz. And call for the equipment wherever it might be, 
inside or outside Germany 4 

General SumMeErRFELT. Yes, sir. 

Mr. Micuex. This so-called Nash list was conceived when? 

General Summerrext. It was precisely made an official contract, an 
official offer, you might say, as I remember, late in November 1954. 

Mr. Micuen. You stated that, roughly, 65 percent has now been 
delivered, meaning that 35 percent is yet tocome. Here itis 1957. Did 
the conceiver or conceivers of the Nash-list project their thinking 
ahead to 1957 and 1958 as to what the requirements might be now, 
or is it, rather, a timelag or lead time involved? I think earlier you 
said something about Navy and Army were pretty well caught up, and 
I suspect maybe the Air Force items are yet to come; is that correct? 

General Summerretr. Yes; the Air Force is behind the other two 
services on its delivery schedule. 

Mr. Micuet. That is all. 

Mr. Fascexu. I am still not clear on this point; that is, on the coor- 
dination between force objectives under NATO agreements and the 


commitments made by the advance planning group. 
General Summerrect. The advance planning group never made any 


° 5S 
commitments at all. 


Mr. Fascetn. Excuseme. I take it back. The Nash list? 

General Summerrett. Yes; I could highlight that in a closed ses- 
sion for you, in a secret classified session, if you would like. 

Mr. Fasceix. You have already told us that deliveries will con- 
tinue under that. I cannot quite get in my mind the relationship 
between the original agreement to make grant-aid contributions to a 
German military buildup and a subsequent determination as to what 
their actual force commitments will be, and then reach an agreement 
in which you say from this point on everything will be reimbursable 
despite the fact that all deliveries could be in excess of their force 
requirements. That is the thing I cannot get through my head. 
Maybe I am stupid. 

General Summerrett. I can say that the size of this Nash commit- 
ment is only a small part of the overall German requirement. I think 
that everybody is aware that the Germans are striving for a 12-division 
army. ‘The army portion of the Nash list, on a very austere basis, 
provided the major hard-core items, long-lead-time items, to equip 
half of those. 

Mr. Fascetu. That is very clear, the coordination between those two 
items where you have that type of a situation, but where the situation 
is in reverse, that is what I am still trying to get squared away. That 
is, where your original programing for basic requirements turns out 
to be more than sufficient to take care of your force objectives. Then 
what? Isit reimbursable, or is it not? 
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General Summerretr. When a situation like that arises, we report 
all the facts bearing on the problem to our headquarters. 

Mr. Fasceiz. You have not had a decision on it yet; is that it ? 

General SumMerrett. We do get guidance. 

Mr. Fascetzi. Have you had guidance on it yet 

General Summerrett. On that one instance; Lew, can you make a 
comment on that 4 

Colonel Ricumonp. I am not sure that I know what example we 
are talking about. 

Mr. Fascett. We are not talking about an example, particularly. 
We are talking about a principle involved here in the requirement on 
force objectives and what was agreed to be delivered under the Nash 
list where the Nash list is required under the force objectives. If 
that problem arises, will deliveries then be on a reimbursable basis, 
or will we go ahead and deliver it to them on a grant-aid basis? If 
that is a problem area not resolved, is it up to someone up the line 
wherein we have not had a decision, or have we firmed it up, or what? 

Colonel Ricumonp. I would be glad to take that on in a closed ses- 
sion, General. As far as it might pertain to me, that is. 

Mr. Buatr. Mr. Chairman, may I interpose? I think I know the 
problem that they are trying to get to. It is covered, with respect to 
specifics, on page 3 of our report. 

Mr. Fascett. Which report? 

Mr. Buarr. It is the secret report. 

Mr. Fascett. They are all aware of the specifics, but I am trying 
to get at this another way. 

T am aware of the specifics, myself. I do not think they are impor- 
tant, particularly. I think the question is the principle is important 
and whether or not a decision has been made on it. That is all I am 
trying to get at. I do not want to get into specifics, and I do not want 
to know about 1 railroad gun or 1 old Luger, or anything like that. 

Colonel Ricumonp. May I comment, General? All requirements 
considered, from my point of view, there has arisen no occasion where 
the United States might be delivering in excess of all considered re- 
quirements. 

Mr. Fascetu. Then it gets into a question of what is a requirement ? 

Colonel Ricumonp. Yes, sir. 

Mr. Fasceti. You might say it would include a lot of things, like 
actual delivery of the equipment at a given point, and then you might 
also say it is necessary to keep this question of equipment going, so 
you have 2 for 1, or 3 for 1, and that would take all of them. That 
is a possibility. There is a difference in the interpretation of what 
is a requirement in a given case? 

Colonel Ricumonp. Yes, sir. 

Mr. Fascett. What you are saying, in effect, is that you have not 
run into the problem because your inter pretation does not give rise to 
this problem at all ? 

Colonel Ricumonp. That is right, sir. 

Mr. Fascerx. If we followed that theory, then, if we had any cases 
or if they existed at all, as far as this group is concerned, we would 
continue with our grant-in-aid deliveries until they were exhausted at 
all levels? That is the way I interpret your position from what I 
hear today, despite the fact that we have reached a point now that 
they are going to pay for the stuff. 
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I am not arguing about it. I just want to get it clear as to what it 
is. The next question I have is this: Is this a ‘local decision or topside 
decision ¢ 

Colonel Ricumonp. If we are still talking about the Air Force case, 
this was a topside decision, sir. 

Mr. Fascent. That settles that pretty good, too. The next question: 
Was it a country-team decision or what it a military decision ? 

Colonel Ricumonp. To the best of my recollection, it was military. 

Mr. Micnet. Does “topside” mean beyond CINCEUR? 

Solonel Ricumonp. Yes, sir. 

Mr. Fascett. Washington is what we had reference to. The reason 
I asked that, gentlemen, i is because heretofore this committee has been 
under the impression that all decisions normally go up from a country 
team, unless there is a definite disagreement between the Ambassador 
and the military side of the mission. Then they send 3 their respec- 
tive reports to the Secretary of Defense and the Secretary of State to 
get together and decide on a decision. 

We have had cases where that has happened, and that is the reason 
I was asking the question as to whether or not an agreement had been 

eached locally, whether you sent up a joint report on this question, or 
whether or not it was strictly within military channels and came back. 

If it was strictly within military channels and, obviously, there 
were no State Department factors or considerations applied to the 
decision, it means that you can exclude politics and economics. We 
are talking about military. I think it would be an important thing 
for us to understand either way. 

In other words, whether it was a strictly military or joint decision. 
With that, I would like to get the record straight as to whether or 
not it went up locally with the complete accord of the country team, 
or whether or not it went up strictly as a military thing, and, when 
it came back, was it joint or strictly in the military command ? 

Colonel Ricumonp. I would have to dig out some papers that I do 
not have here. 

Mr. Fasceti. Can you answer that, General ? 

General Summerrevt. I think we would have to do some research 
on that to see precisely what our coordination was. 

Mr. Fasceti. That confuses us a little bit, and I am sure that I 
speak for the other members of the committee, because we were under 
the impression that in the operation of the MAAG groups, are they 
operated completely as a country team with the Ambassador as the 
economic adviser sitting in on all conferences ? 

Ambassador Bruce. Mr. Chairman, may I intervene? 


Mr. Fascetx. I would appreciate it. You have been helpful at all 
times. 












FURTHER STATEMENT OF AMBASSADOR DAVID K. E. BRUCE 


Ambassador Bruce. I am the chairman of the so-called senior coun- 
try team committee. Mr. Tasca is the Minister for Economie Affairs, 
and he is chairman of the so-called j junior country team committee. 

Tn an affair which would be of interest to the various segments of 
our organization here—the country-team organization—we would 
have a meeting to see how a policy outlined in ‘WwW ashington should be 












274 GENERAL ACCOUNTING OFFICE IN EUROPE 


carried out. If there were a difference of opinion as to implementa- 
tion, as I understand it—I have only been here 5 months and none has 
come up in my time and I do not believe there has been one—we would 
then be ready to report what the difference of opinion was, which 
would probably necessitate a reconciliation of these different points 
of view between the Department of State and the Department of 
Defense. 

To get back a moment to this Nash list, I do not believe that, in re- 
gard to that, there ever could have been a difference of opinion. Iam 
talking about a subject with which I am not immediately familiar, for 
this reason: Unless I am mistaken, the Nash list was first discussed 
between Mr. Nash, who was then Assistant Secretary in the Depart- 
ment of Defense, and Mr. McCloy, in 1952. It was understood at that 
time, or believed at that time, that the German military contribution 
would be made through the so-called EDC. That failed in 1954. 

Between the first discussion of the so-called Nash list and the failure 
of the EDC, there was no armament whatever going on in the Federal 
Republic. After the failure of the EDC, there was an interval of 
3 months when the so-called London-Paris agreements were worked 
out, and it was only after Germany became a member of NATO that 
steps were taken to implement in domestic politics, in the Federal 
Republic, their agreement to provide forces for defense. So, the 
original Nash list was really 5 years old, with certain modifications, 
but the deliveries did not commence, I assume, until about 1955, did 
they ? 

There must have been some stockpiling here, because items were 
earmarked that were present in Germany for later turnover to the 
German forces when they came into existence. 

The reason I am talking about this is simply the following: There 
has been great disappointment because of the delay, and part of it the 
fault of the allied nations, especially the six not being able to agree 
upon the form of the German armed contribution. There was, there- 
fore, a delay of several years and ensuing disappointment because the 
Germans had no forces to which equipment could be given or pro- 
vided elsewhere, so the original Nash list, or what the approximate 
bill amounted to or consisted of in the way of end item equipment, is 
a little beside the point now, because some of that planning must have 
become, at least, obsolescent. They have never shown any desire or 
displayed any reluctance to accept those itmes, some of which, I 
assume, would go purely for training purposes at this point. 

Unless this is classified, I think I might mention the tank situation. 
The tanks originally provided for in the Nash list are going to be 
useful to them, but a drop in the bucket compared to their requirement 
for tanks in the future. Therefore, they have contracted outside, both 
with us and elsewhere, for tanks and other equipment. 

As regards any contract made with us, if I understand it correctly, 


the country team has no responsibility whatever except to facilitate 
the purchase by the Germans with their own funds of those items 
of equipment which they have decided, sometimes after comparative 
testing, to buy from American sources. We assist in procurement, 
but we do not make procurement exclusively from the United States. 
German procurement orders placed to date are very large and come 
from their own account to be paid for out of their own resources and 
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they are considerably in excess of the entire Nash list. What we have 
been discussing this morning seems to me probably not applicable in 
the sense that a research into past history is going to be particularly 

roductive because I doubt very much, and no instance has been 
brought before the country team, where any of the items originally 
programed for in the Nash list are going to appear either unacceptable 
or undesirable to the Germans. ‘They are sort of fundamental stuff, 
including the long lead items which they want and they are going to 
take. 

You have the singular instance here of a cutoff of a list which dates 
back almost 5 years. Every new development in the field of weapons 
which has occurred since that time is one which is not going to affect 
our original programing, but which the Germans want, and they 
want the most modern equipment, so they are going to buy it and pile 
it on top of this fundamental material which they get, or will have 
in the course of time delivered through the Nash list. 

If I may say so, in front of Colonel Richmond, I would assume, 
without getting into the different classes, that all of the aviation 
material which will be supplied is going to be useful. It is not neces- 
sarily going to be useful for today’s combat aviation purposes. Every- 
thing that they want in that field they are going to buy. They will 
seek some advice from us and they will seek advice from other 
countries and they will seek advice particularly from their own 
people. 

Mr. Fasceru. I think that is exactly the point, Mr. Ambassador, if 
you do not mind my interruption here. You have a change, as I say, 
which becomes very rapid and their contemplation under the original 
Nash list-was a fundamental supply for combat effectiveness. When 
you start changing a theory for the supplying of that to one of train- 
ing, or useful for cannibalizing or take apart and put back together 
again, you have a different concept on the use. If a decision has been 
made that, regardless of whether or not it contributes to combat 
effectiveness directly, but does contribute indirectly through training 
and other uses, all right. We have to understand that that is the 
decision that has been made. 

From what I understand, that decision has been made and we are 
going to supply it regardless, because that was a commitment under 
the Nash list. It is going to fit in the German program someplace. 

Ambassador Bruce. I would amend that by saying it is not going 
to be supplied regardless. Reviews must have taken place from time 
to time and certain scrutiny given from our side—not the country 
team, but the Department of Defense—to items on the Nash list. 
have been told—this is not in connection with my position here—that 
the original conception was that here was an army, navy, and air 
force starting from scratch. Therefore, their situation is rather dif- 
ferent from a navy, army, and air force with existing stocks and 
existing experience. Everything on the Nash list would ultimately 
be useful either for training or for combat use. 

Mr. Fascetn. That was the original concept of the Nash list, is 
that what you are saying? 

Ambassador Bruce. That is correct. 
Mr. Fascety. As you understand it? 
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Ambassador Bruce. Yes; as events transpired I would say that 
that is still generally true. I can conceive of certain items—I do not 
know what they are because I would have to go over this huge list— 
that might be obsolescent. I would think it very doubtful indeed 
because of the original makeup of that list which anticipated that as 
more modern things come into being, or with respect to combat dis- 
positions or equipment dispositions changing, they will be added to 
it at that time. It was supposed they would o added to by continua- 
tion of grant-aid programs. When it became apparent that the grant- 
aid programs would not have to be continued, one of the reasons that 
that was slow in coming to pass was the lack of the buildup of Ger- 
man forces. 

Politically, it was not decided how they would be able to arm. 

Then you had it coming up with this very odd situation where the 
Germans have not yet obtained delivery of all of the items on the 
Nash list, but where it also appeared that all of the items on the Nash 
list when delivered are going to be grossly insuflicient for the needs 
of the German Army and German armed forces; in a w ay, the job of 
the MAAG and the job of the country team on the economic side is to 
keep a watch over the Germans; one, to stimulate them to make pur- 
chases which seem necessary in order that they have efficient and mod- 
ern armed forces, and, second, from the standpoint of the economics 
of their country if the time should come, which under the present 
management seems almost to be in reverse, then when they seem to 
be contracting indebtedness and entering into engagements beyond 
their capacity to carry out, then it would be our duty to report to 
Washington that their neck is in a noose and they are going to 
strangle themselves, but under wise management they would not have 
to call upon us for help. 

T do not say that the country team is without its problems, but its 
problems are rather minor ; and I would have thought, compared with 
those of the country where I have some familiarity with the country 
teams before, where the whole onus was on the United States and we 
really had to program from a country-team standpoint to try to save 
the United States Government from being the sole rovider, then with 
grant aid rather than loans on a reimbursable basis with another 
country. In this instance, the other country now being the sole sup- 
plier could not do anything with regard to ourselves except to ask 
for substitution of those items which it might not want as much as 
others, which we refused, and, second, to say to us that these are sur- 
plus as far as they are concerned and which under no conceivable 
proposition could be the case in this country. 

If the Nash list’ were drawn up and scheduled for a period of 10 
years and then had set down the requirements of the German armed 
forces for 10 years to come, we would be faced with a sort of situa- 
tion which, in a lesser period of time, has faced the MAAG’s in every 
other country, but in Germany we have never faced that in this MAAG 
and never will until the Germans become unable—if that time should 
occur—to pay for their own military requirements. 

I would have thought the question which had engaged your atten- 
tion, and which, as I understand it, you are now getting at, now that 
the Germans are in a position to pay for this stuff on a reimbursable 
basis: Are we going to give this to them because of a past commit- 
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ment simply to honor that, a lot of stuff which they do not need, or 
which they will take simply because it is a gift and which they may 
have to peddle elsewhere ? 


Mr. Fascetyi. That is the problem. 

Ambassador Bruce. They cannot peddle it elsewhere. I am as- 
sured of that and I think this is correct, that they need all of this 
equipment, provided that you remember it was originally designed to 
apply to 1 of 2 uses. That is, either or both; one, training and, second, 
to reach a combat efficiency. Ithink that that still prevails. 

If I were investigating the remnants of the Nash list, I would ask, 
“What is there on this list which is obsolete?” “What is there on this 
list which the Germans contemplate replacing through present or 
future orders?” In that sense it is obsolete. 

If I understood correctly, General, you said that by the end of this 
year 90 percent of all of the Army equipment would ‘be delivered and 
all Navy has been delivered. This question is, therefore, really an Air 
Force question. 

Mr. Fascenti. Mr. Blair, is everything undertaken of what the Nash 
list started out to do the same? 

Mr. Tyrer. No, sir; the Nash list did not make any provisions for 
training on this particular item. 

Mr. Fasceti. That is what I thought the difficulty was on this par- 
ticular item. 

Ambassador Bruce. What item ? 

Mr. Tyrer. The item we are discussing. 

Ambassador Bruce. I was not discussing an item. I was talking 
generally. 

Mr. Fascetn. In other words, let us put it this way: There are some 
items in the list classified for training and some that are not? 

Mr. Tyrex. Yes, sir. 

Mr. Fascetn. The problems would arise in those cases where the 
items are not classified for training and then continue to be delivered 
despite the fact that they do not contribute directly to combat effective- 
ness under existing force goals? 

Ambassador Bruce. I wonder if Colonel Richmond could make a 
statement on that without getting into classified material ? 

Colonel Ricumonp. May I say, Mr. Chairman, that a going air 
force, as you know, I am sure, is faced more or less constantly with 
the problem of year-to-year modernization of equipment. In the case 
of Germany, they have no air force, so the problem here is not a prob- 
lem of modernization. It is a problem of mente to walk before 
you learn to run, and before you learn to fly too fast 

Mr. Fascrxs.. Let me stop you there. Will any ‘aircraft contribute 
to their combat effectiveness? 

Colonel Ricumonp. Yes, sir. 

Mr. Fascett. That is what you are saying, then? 

Colonel Ricumonp. On the question of obsolescence, is this what 
you are getting at, sir? 

Mr. Fasceri. Will any aircraft they get in the air be considered 
as combat effective ? 

Colonel RicumMonp. Any tactical aircraft would have some combat 
‘ffectiveness, depending on age. 
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Mr. Fascetu. Is this the Air Force position ? 

Colonel Ricumonp. This is my position, sir. 

Mr. Fascetz. I am trying to understand what we are grappling 
with here. 

Colonel Ricumonp. I am simply trying to point out, Mr. Chairman, 
that the German Air Force has a real problem of training before it 
can ever hope to modernize and use what we, the United States Air 
Force, might consider to be really modern equipment. 

Mr. Fascetn. We are agreed on that point. 

Colonel Ricumonp. This requirement extends first to the pilots who 
have to be trained, who have to get some experience in aircraft of 
lesser performance and then in higher and higher performance, until 
they are proficient in really modern equipment. The same considera- 
tion applies to technicians who have been out of this business here 
in Germany for 10 or 12 years now, and who have got to learn modern 
jet maintenance. It is, broadly speaking, a very grave training 
problem which faces the German Air Force. 

Mr. Fascett. Which relates directly to eventual combat effective- 
ness ? 

Colonel Rictumonp. Yes, sir; where you can draw the line and say 
that they are effective to X percent, it is hard to say. 

Mr. Fascetn. You are right. I understand that very well, and the 
point is though, where you have a commitment which would have 
required deliveries thereunder; and then that same agreement deline- 
ated between combat items, training items, and Air Force items; some 
of which are not specifically delineated as training items; then you 
come along some years later after all has been reviewed, and a new 
agreement is entered into whereby all of the material to be furnished 
is going to be on a reimbursable basis; the question is: The material 
not specifically delineated under the original list but extremely desir- 
able and which will contribute directly to combat effectiveness, should 
it then be on a reimbursable basis? We understand your position. 
Your job is to get an air force, and materiel, and get them trained. 
This is a minor technical problem involved, not within your bailiwick. 
What you want is materiel. 

Colonel Ricumonp. If I may make one more comment. The Ger- 
man Air Force has a requirement for a certain amount of materiel to 
activate itself to meet force objectives. The materiel being provided 
by the United States is a part of this overall requirement. The Ger- 
mans, we feel, are going to have to buy the remainder. This is pretty 
well established. Therefore, the United States is wasting nothing, 
in my opinion, by continuing the delivery of this requirement which 
is still valid but perhaps under slightly changed conidtions. In my 
judgment the Nash list has always been a little unclear to me as to 
just what items were pinned down for specific combat purposes. 

Mr. Fasceiu. That gets back to the original discussion which was, 
when the United States and the Federal Republic entered into the 
reimbursable agreement, was there any coordination between what 
happened then and what happened before so that this problem was 
taken into consideration? If a decision was made at the time the 
reimbursable agreement was entered into with respect to these items 
which were not specifically classified as training items under the Nash 
list, then you have a very real question. Somebody is, or should, nego- 
tiate with respect to the cash position of the United States. 
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On the other hand, if a decision were made at the time the reimburs- 
able agreement was entered into, we are not going to require reimburs- 
ment for Nash list items because their status is not clear anyway, the 
Germans are going to need it anyway, and it will contribute to combat 
effectiveness; then we should go ahead and finish our deliveries and 
raise no questions under the agreement. 

Fine, if that decision were made. But I think we must all appre- 
ciate that as far as the General Accounting Office is concerned, or 
auditing practices are concerned, they can only go with what is before 
them. They cannot go on some supposition. If it is not clearly 
spelled out, then the question arises as to whether or not you are prop- 
erly operating within the law, under the existing agreements or within 
the policies set forth. This is the way I understand the problem has 
arisen through the General Accounting Office. I certainly cannot see 
where it would be resolved here because it would have to be resolved 
at a top level with instructions being sent back as to what they want 
done. 

That gets back to my original question. 

Have you received any instructions ? 

Ambassador Bruce. May I be excused, Mr. Chairman ? 

Mr. Fascetn. Yes; and thank you very much, Mr. Ambassador. 

Colonel Ricumonp. General, would you like me to excuse myself 
and dig up a few more papers ¢ 

General Summerrett. How much time do you have here? I think 
we have to doa little more research. 

Mr. Fascett. We hope to quit at 12:30 and we have to make an 
automobile trip to our next hearing. 

General Summerretr. Then to enable us to plan this, is this the 
only point that you want to get cleared up ‘ 

Mr. Fascri, That is the m: jor point we want to get to with respect 

to operations of this group. We have it clear on the record with 
respect to the supply function, where it exists in this country or 
outside this country on deliveries of materiel pursuant to either the 
Nash list or otherwise. This is not your responsibility. You are a 
coordinating team for procurement and for deliveries; right 

General SuMMERFELT. Yes. 

Mr. Fascetx. If we are interested in the problem of stockpiling or 
excesses or warehouses or transportation, we will have to take that 
matter up with the individual military commands responsible for 
that or whose responsibility it is. 

General SuMMERFELT. Why do you not withdraw and see what you 
ean find ? 

Colonel Ricumonp. I hope I can find them before you leave. 

Mr. Fasceti. We would appreciate your making an effort. 

We would like to know whether or not this problem has received 
any attention in Washington between the Department of State and 
the Department of Defense or within the Department of Defense and 
whether or not there are any instructions pending or anything like 
that so that we will know where we are. We would like to know 
whether or not now, in view of the General Accounting Office report, 
it will be brought to their attention. If that is true, we will be very 
interested in it. If there is no prior discussion with W ashington in 
getting you an answer pretty qui ick on what your position is going to 
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be, you will either have to continue to deliver under the Nash list, 
or are you going to negotiate for reimbursement of some major items 
involving a good many millions of dollars? 

I think the point is important enough for us to nail down and we 
would appreciate your efforts in that connection. 

That leaves one other area. 

Mr. May. There is one question, Mr. Chairman. I did not hear this 
resolved. 

Mr. Fasceitt. Just a minute. I want to give them a moment to 
confer. 

General Summerretr. As I see the crux of our problem, if a specific 
piece of hardware is earmarked for combat, can that be earmarked 
for training purposes? 

Mr. Potanp. On a grant basis. 

Mr. Fascetx. Right. The next question is, who should make that 
decision? Should you make that decision here, or should it be made 
in Washington ? 

General Summerrett. Let us take a tank, for example. They are 
being used right now for training purposes to train the individuals 
all the way up and likewise on aircraft. You start with the little 
ones and get the bigger ones, the more complex ones, and then you 
set up on TU’s and the like and get them into units. It seems to me 
to be comparable. 

Mr. Fasceru. I agree with you it is absolutely comparable. The 
only point is, When we reach the reimbursable agreement with the Fed- 
eral Republic of Germany, what effect does it have on other items that 
we have agreed to deliver in the past ? 

General Summerretr. Actually, I think you are assuming that 
agreement had been made here on a reimbursable basis, and there was 
one made last October on a procedure on how reimbursable sales would 
be made. As far as we are concerned here, if the Germans prove a need 
for it and have a need for it, then the Nash-list equipment should be 
sent. 

Mr. Fascetu. I understand from a military standpoint that is the 
only sensible decision that you can make. I think we are all very 
clear. 

Mr. May, you have a question ? 

Mr. May. The only question I did not hear resolved, which is not 
part of the basic question, is that the Nash list was developed and the 
only area of lag in procurement or delivery is in the Air Force to a 
large extent. Why is that? Is that because of production or prob- 
lems of deliveries or acceptance due to forces here / 

General Summerrecr. Lead time to train a pilot is 2 years. 

Mr. May. I was one of them and I was wondering why that was so. 

General Summerret. It takes time to teach a person to drive a tank. 
It takes 3 months. 

Mr. May. You would not want to deliver the equipment until you 
have the forces to work the equipment ? 

General Summerrett. That is one of our guidelines that we have to 
comply with. 

Mr. Fascety. In the meantime, if I might interrupt, what you had 
originally agreed to might be extremely combat effective and then 
becomes a training item. Basically, modernization would catch up 
with you by the time you injected it into your combat system. 
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General Summerre.tt. The F-84-F is not an obsolete piece of 
equipment. 

Mr. Fasceii. We touched a soft spot with the Air Force. 

I not only stand corrected, but I apologize because you are right 
and I am wrong. 

General SummMerreLr. Up until just a few months ago, it had the 
nonstop record across the United States. 

Mr. Fascetu. The only thing I can add—I am not being facetious— 
is that that was yesterday. I think we all understand each other as 
far as what we are both interested in here. We understand your posi- 
tion completely and we trust that you also have an equal appreciation 
of what our position is. 

If the United States should, as a matter of good business, be reim- 
bursed for items which clearly by understanding and agreement they 
ought to be, then we ought to go ahead and do it. On the other 
hand, if we think as a matter of good business and judgment we have 
already committed ourselves as a matter of grant aid to deliver these 
items, we ought to go ahead and do it. 

It is also very clear at this point today that there is an extreme 
question as to whether or not the delivery of a good many millions of 
dollars of equipment should be on a reimbursable basis, or not. This 
seems to me something that the Defense Department and the State 
Department ought to resolve so that there will be no question about 
it prior to the time we start making the deliveries. We keep running 
into cases where we always negotiate when we are in a bad position 
to be negotiating and certainly after you have once delivered the 
equipment, it certainly makes it tough to start negotiating about 
getting your money because somebody has misinter preted the original, 
basic agreement under which it was all done. 

What we are trying to do is to stop delivery until such time as a 
determination is made as to whether or not we are going to get paid 
for it,or not. That is the whole problem. 

Let us get into one other area now, because we are running out 
of time. 

The MAAG is performing a coordinating function on procurement 
and the training function. It is our understanding that this is a 
matter which the United States does not use appropriated dollars for ; 
is that correct / 

In other words, you do not submit a budget to the Department of 
Defense for eoen costs / 

General Summerrett. I have Mr. Doerr here who can highlight 
that. 


STATEMENT OF EMIL H. DOERR, MAAG, BONN, GERMANY 


Mr. Dorrr. We do submit a budget and we do have to have dollar 
credits before we can spend these deutschemarks which the Germans 
contribute for our support here. 

Mr. Fasceiti. Will you explain to us how that works? We are not 
financial experts. Take us over the ropes easy like. 

Mr. Dorrr. I am Mr. Doerr, a civilian employee of MAAG and 
comptroller of MAAG. 


Mr. Fasceii. How long have you been a comptroller ? 
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Mr. Doerr. I only assumed the comptrollership since I have been 
‘here with the MAAG for the past year and a half. Before that my 
prior experience was with the finance and accounting office where I 
was deputy finance officer. 

Mr. Fascett. We think at this point you are extremely well quali- 
fied. Go ahead. 

Mr. Dorrr. We have to prepare a budget for the training mission 
and this budget goes through normal budgetary channels. When the 
budget is approved, we are given dollar credits for the entire amount 
of contributed currency and dollars. We cannot spend 1 mark unless 
we have the counterpart in dollars approved in our budget. 

Mr. Fasceti. I understand that. Before you make any expendi- 
tures, even though it might be out of the German-contributed funds, 
you have to get your whole budget approved # 

Mr. Dorrr. That is correct; and receive dollar credits. 

Mr. Fascett. When the German contribution is actually received, 
you wash out the dollar credits? 

Mr. Doerr. We wash them out as we incur the expenditures. Our 
budget is actually an estimate. 

Mr. Fasceti. That is, on the books, you wash them out as you make 
your expenditures, but then you pay off the expenditures with con- 
tributed funds? 

Mr. Doerr. That is absolutely correct. 

Mr. Fascety. Is there any geustion arising as to what goes into the 
training and operational expenditures ? 

Mr. Doerr. No; the types of expenditures are very clear. The big 
problem that we are running into now is that we have certain expendi- 
tures that are requirements that you cannot drop out of the program, 
and you cannot say, “We will eliminate these requirements.” That is, 
permanent change of station of military people within the program. 
We have to send them back to the United States when they have fin- 
ished their overseas tour of duty. 

Mr. Fascetu. In other words, you have certain things that you are 
going to have to meet all the time that cannot be changed or modified, 
regardless of the budget ? 

Mr. Doerr. That is correct. 

Mr. Fascetyi. That is your basic budget, then; those so-called auto- 
matic necessities or requirements ? 

Mr. Doerr. That is correct. 

Mr. Fascetx. You go from there? 

Mr. Dorrr. That is correct. 

Mr. Fasceti. Why isthat a problem ? 

Mr. Dorrr. Because of the permanent-change-of-station require- 
ment. We have to rotate these people. If we do not have the dollar 
credits to purchase the local currencies which the country has agreed to 
put up and use for this purpose, then what can we do? We resort toa 
United States dollar appropriation or a service appropriation, and we 
would be forced to spend dollars to send these people back, even though 
we had the contributed deutschemarks available here that the Ger- 
mans had put up. 

Mr. Fascerx. Let me see if I understand that problem again. May- 
be you will have to give it to us once more, slowly. 
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Mr. Doerr. I can give you an example. If we had a half-million- 
dollar requirement for permanent change of station within the fiscal 
year, and the total program was a million dollars, and we were only 
given half a million 

Mr. Fascetzi: You could only take care of your basic requirements? 

Mr. Doerr. That is right. The travel of people on permanent 
change of station to go back to the United States would be charged 
to Army or Air Force or Navy appropriations, and the United States 
would, in fact, pay that cost because we did not have the credits to buy 
these deutschemarks. 

Mr. Fascett. What you are saying, in effect, is that somebody, who- 
ever is approving your budget, is making a decision to use appropri- 
ated dollars rather than contributed funds ? 

Mr. Doerr. That is true. 

Mr. Fascety. If they cut it? 

Mr. Dorrr. Yes. I think this exists because not enough people 
know that dollars are needed for these contributed purchases. I 
found quite a few people who did not realize this and thought we 
could spend these deutschemarks as long as we had them built up. 
That is not true. 

Mr. Fascetu. What is the magnitude of this thing; several million 
dollars? 

Mr. Dorrr. I have a problem right now that runs close to a million 
dollars. This problem just arose, and it is on permanent change 
of station, specifically. I have figures on the amount that was sub- 
mitted by one of the services—I presume to Congress—and the figure 
is much lower than what we are actually going to need and the shortage 
is in permanent change of station. We have an awful lot of people 
who have to be sent back to the United States. If we do not get the 
million-dollar-credit worth of deutschemarks, it will remain in this 
account here. 

Mr. Fascetu. Keep building up ? 

Mr. Dorrr. We will use United States dollars for that. 

Mr. Fascetu. It seems sort of ridiculous tome. What is the answer 
to this? 

Mr. Dorrr. The only answer would be if it would be possible for us 
to budget only for the dollar requirements and be given an authoriza- 
tion not to exceed certain amounts out of the contributed currencies. 
I think then we would have the same controls as now exist under the 
appropriations act which requires the purchase of contributed cur- 
rencies with appropriated dollars. 

Mr. Fascetx. I see that is half a dozen of one and six of the other. 
If you put an authorization maximum on the use of contributed funds, 
you can be sure that, if you have had trouble before, you are going 
to have the same trouble again. The maximum authorization is going 
to be low, too. : 

Mr. Dorrr. That is possible, too. 

Mr. Fasceti. The only real help would be a complete authorization 
to us out of contributed funds? 

Mr. Doerr. That is true. 

Mr. Fascextyu. Then everybody starts screaming that we have lost 
control of the money and those men are over here throwing it away? 
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Mr. Dorrr. I still think that could be controlled. I think the docu- 
ments could be processed through a finance office as nonappropriated. 
They would be channeled through the General Accounting Office and 
audited the same as any other dollar vouchers are, without having to 
appropriate United States dollars or using a United States appropria- 
tion. I think we could establish the same fiscal controls, to assure 
ourselves that we are not spending this money haphazardly or for 
unnecessary items. 

Mr. Fascety. Let us get some General Accounting Office people 
here. Here is one problem that is right in the bottom of the lap of 
this committee. 

General Summerreir. Can you give us a specific example or an 
indication where a $5.5 million overall program had only $500,000 
in the way of a dollar requirement ? 

Mr. Fascetx. Now is the time to state your case, General. Take 
as much time as you need. We would like to be helpful, if we can. 

Mr. Doerr. Actually, our total training requirements are $5.3 mil- 
lion, of which $4.8 million is contributed currency. The Germans 
have agreed that they will deposit and we can utilize that only if we 

et 
; Mr. Fascetz. Proper authorization from the United States Gov- 
ernment to spend that amount of money ? 

Mr. Dorrr. That is correct. The specific item in question is the 
Air Force program, and this deficiency lies there. 

Mr. Fascetu. On these contributed funds, do they actually deposit 
them to the credit of the United States and make them available ? 

Mr. Dorrr. They are in the United States disbursing office account 
here in the Embassy. 

Mr. Fascett, Then you have two problems if you are not going to 
use the stuff. You take it away from the Germans, and they could 
very well use it ? 

Mr. Doerr. That is correct. 

Mr. FAsceiu. Can we hold it ad infinitum ? 

Mr. Doerr. We give them an accounting, sir, annually, on the basis 
of our fiscal year. If, during the year, we see that we are building a 
surplus, we notify them and reduce the callup. We do this quarterly. 
We can adjust within the year if we see the initial estimate was high. 
We say to them, instead of depositing a fourth 

Mr. Fascetn. You have control over the buildup? 

Mr. Dorrr. Yes. 

Mr. Fascetu. By agreement between countries, you can eall on them 
for this expense contribution ? 

Mr. Dorrr. Right. We do not tie up their funds unnecessarily. If 
we know that we have a requirement we ask for it, and if we do not 
we reduce the requirement. 

Mr. Fascetx. Where do we fit in this deal ? 

Mr. Tyrer. When you make a travel order, is that authorized by 
the budget for contributed currency ? 

Mr. Dorrr. There is no specification. 

Mr. Tyrer. You can charge it against contributed currency ? 

Mr. Dozrr. That is correct. 

Mr. Tyree. What you are saying is that you have a limitation on the 
amount of contributed currency, dollars? 

Mr. Doerr. Dollar credits. 
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Mr. Tyree. On the amount that you can convert? 

Mr. Doerr. I do not understand that. 

Mr. Tyree. From dollars to marks? 

Mr. Doerr. We can only purchase an amount in marks equal to the 
amount 

Mr. Fascetn. Budgeted or authorized ? 

Mr. Dorrr. That is correct. 

Mr. Tyrer. Your budget for travel is much greater than the amount 
that has been autherized to be purchased in marks? 

Mr. Dorrr. That is correct. 

Mr. Tyrer. That is where the trouble is. I thought they told you 
you could do that, increase your position 

Mr. Dorrr. No, sir. Lhave the document here, the specific document 
that USAF submitted, and this document is about a million dollars 
short of our requirements. 

Mr. Tyrer. That was one case there where you had the authoriza- 
tion? 

Mr. Dorrr. That is correct. 

Mr. Tyrer. You do not have enough authorization, so the authoriza- 
tion should be as much as the budget if you are going to approve a 
budget for X dollars to be spent, and then you should have authoriza- 
tion to use as much counterpart funds to purchase deutschemarks 
with? 

Mr. Fascerz.. Let us get that straight, because I am not sure how 
this authorization works. Weare not ‘talking : about legislative author- 
ization in the sense that you would use that as a basis to get appro- 
priated funds out of Congress? We are not talking about that? 

Mr. Tyrer. Is that in the appropriations act ? 

Mr. Dorrr. Yes, sir. 

Mr. Tyrer. It is in the appropriations act? 

Mr. Doerr. It is part of the mutual assistance program. 

Mr. Fascety. What part of the mutual assistance program / 

Mr. Dorrr. Contributed-currency portion of any MAAG’s budget. 

Colonel Brastey. Fiscal accounting procedures. 

Mr. Fasceti. I get you. I follow you. In other words, you are 
required to budget. those contributed funds? 

Mr. Dorrr. They appear as dollars. 

Mr. Fascerz. When you program X number of dollars for Germany 
out of the mutual security appropriations, that is your authorization 
and your budget ? 

Mr. Dorrr. That is correct. 

Mr. Fascein. That fixes it. We follow this process. Let us see if 
we have this correctly now. The Foreign Affairs Committees of the 
House and the Senate fix the authorization for the entire program 
of the mutual security; is that right? 

Mr. Dorrr. Yes, sir. 

Mr. Fasceixi. Those are total sums, not broken down by area or 
countries. The Appropriations Committee, based on this authoriza- 
tion, then appropriates funds on the total amount of authorization, 
and the appropriation is in totals. At this point, depending on the 
nature of mutual security, it then goes either to the Department. of 
Defense under military- assistance programing and directly within 
their budgetary process internally, or it goes to the State Department 
under ICA under their supervision and budgeting process. When 
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it gets over to ICA, then the internal comptroller makes the allocation 
between himself and the Budget Bureau with respect to the amount 
of funds going to be authorized within the appropriation that has 
already been made. He can allow the full appropriations, or he can 
cut it in half, or do anything he wants to. He will allocate by quar- 
ters, semiannually, or annually. We never did find out. I do not 
think they know themselves. I take that back. They do know. 
They know what they are doing. 

The reason I am going into this process is to determine exactly where 
the problem is and in whose lap it is. Now, we have the funds over 
here in the Department of Defense completely appropriated and au- 
thorized as far as Congress is concerned. Question: You submit for 
your operation a $5.5 million budget. The Defense Department says, 
‘Sorry, boys, we just cut you down to $4.8 million. That is it. That 
is all you can spend out of deutschemarks, $4.8 million.” 

So you spent $4.8 million out of deutschemarks. 

My question is, How can you spend any more than that? How do 
you start spending appropriated dollars? 

Mr. Doerr. You cannot. The $4.8 million would encompass both 
dollar and deutschemark expenditures. 

Mr. Fascetz. The $4.8 million would be the top limitation of both? 

Mr. Doerr. That is correct. 

Mr. Fascerzi. Out of that the Department of Defense would also 
tell you how many appropriated dollars you would have to spend ? 

Mr. Dorrr. They do not break it down. We get $4.8 million. 

Mr. Fascety. You are telling me two different things inside of 30 
seconds. 

Mr. Dorrr. Those are dollar credits. 

Mr. Fascety. Dollar credits? 

Mr. Dorrr. Yes. 

Mr. Fascetyi. You are allowed to spend up to $4.8 million. 

Mr. Dorrr. Correct. 

Mr. Fascern. Question: Who decides whether it is going to be 
appropriated dollars or deutschemarks? 

Mr. Dorrr. Based upon expenditures, in an agreement reached 
between the United States and Germany on what the contributed 
deutschemarks will be used for. 

Mr. Fascetzt. When the problem is presented to you as the fiscal 
officer, you take all of those expenditures which properly, under the 
agreements, can be classified and spent out of deutschemarks? 

Mr. Doerr. Correct. 

Mr. Fascetz. That is where you will allocate it ? 

Mr. Dorrr. Correct. 

Mr. Fascetzi. You do that, and, let us assume, for the purpose of 
clarifying this discussion, you do that and you allocate it. You have 
allocated $4.8 million ? 

Mr. Dorrr. In dollars? 

Mr. Fascetz. No; deutschemarks or equivalent in deutschemarks. 
Ts it not a question of your allocation, your spending the money ? 

Mr. Dorrr. That is true. 

Mr. Fasceti. Somebody is spending it. They would have to make 
a decision as to whether or not to credit it to deutschemarks by the very 
nature of the expenditure that you are going to make. You tell me 
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that you have no control over that because you have certain basic 
requirements that have to be met, if I understand you? 

Mr. Dorrr. That is true. 

General Summerrect. Mr. Doerr, I think there is a certain slice of 
this $4.8 million—I think it is in the order of 10 percent—which must 
be in dollars to meet certain costs that we have to pay for in dollars. 

Mr. Fasceti. Costs that the Germans have agreed not to pay ? 

Mr. Doerr. Yes, sir; for example, if I agree to return to the United 
States, they will pay my fare back to New York City. Let us say I 
am assigned to Chicago; my Government has to pay my travel from 
New York. 

Mr. Fascetz. That is not a German expense ? 

Mr. Dorrr. Yes. That is an example of where specific dollars are 
required. 

Mr. Fascetu. Exactly. What I am getting at is, though, when you 
have basic dollar requirements and you know that they are there, let 
us say, out of $4.8 million they run to $2.8 million, but if that is true 
then all you can spend out of deutschemarks is $2 million. If this 
tears up your training program, that is the fault of the Department 
of Defense. They did not give you enough authority. 

Mr. Doerr. That is true. 

Mr. Fascett. Is that right? 

Mr. Dorrr. Yes. 

Mr. Fascexzt. I want to be sure that we lay the responsibility in 
the right lap. 

Mr. Buatr. This problem came to light during the examination. 
As I understand it, there was a failure to charge the contributed fund 
account for travel and training expenses which were reimbursable 
under the agreement with Germany. The charge was made to the 
dollar account. We felt there should be a maximum utilization of 
the deutschemarks account. 

Mr. Fascety. Are we clear on that? 

Mr. Doerr. Yes. 

Mr. Fascett. No problem on that? 

Mr. Dorrr. Yes. 

Mr. Fascetn. That is excellent. As I understand it, that can in- 
volve several millions of dollars, also. Now that that has been cleared 
up, you will charge that type of travel and operating expense to the 
contributed funds? 

Mr. Doerr. That is correct. 

Mr. Fascetx. So that we will not be spending dollars for that? 

Mr. Dorrr. We do not spend dollars unless we have to. 

Mr. Fascetu. In this case—this one case where you appreciate the 
General Accounting Office helping out ? 

Mr. Dorrr. Yes, sir. 

Mr. Fascett. What was the total amount as a result of that cor- 
rective effort you were able to properly charge off ? 

Mr. Doerr. It ran about $50,000. It could have gone much higher. 
The basic reason was that the Treasury eliminated a digit that fol- 
lowed the appropriation which helped us in identifying the expendi- 
tures as a contributed currency charge. The Treasury said, “We are 
eliminating that. You had no way of telling by looking at it, in the 
appropriation, whether it was to be made in dollars or deutsche- 
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marks.” We established a number of our own. We had no au- 
thority to do it but we felt we had to identify it because we could 
not reconcile it and could not report to the Germans what the ex- 
penditures were. 

Mr. Fascetxu. I thought this was in the neighborhood of around a 
million dollars that we were talking about ? 

Mr. Dorrr. It could have run around that. 

Mr. Fascetu. If you had not gotten into that situation ? 

Mr. Dorrr. That is right. 

Mr. Briar. I might say, Mr. Chairman, on the basis of the exami- 
nation made to date it ran about $1.4 million. 

Mr. Doerr. That was the original estimate and one of the items was 
transportation. I recall Mr. Deleeuw was the man I spoke to on that 
item. They were using deutschemarks that they bought from the 
local finance activity rather than buying from the Embassy here in 
Bonn. That was corrected. 

Mr. Fasceti. Excellent. 

Mr. Doerr. There is no problem existing now. 

Mr. Fascerxi. I am very pleased to hear that. That is the time to 
catch them, beforehand. 

Colonel, what did you find out that you can tell us? 

Colonel Ricumonp. Mr. Chairman, they are still looking for the 
messages that I specifically wanted. I think I will have to rely on 
my memory and answer your question on a more general basis than I 
would be able to do if I had these messages in hand. 

Mr. Fasceti. Let us do it this way: Do it on the basis of your recol- 
lection and what you are able to do now. If you feel thereafter there 
would be some correction that you would have to make in order to be 
absolutely accurate, please feel free to go ahead and do it. We will 
see that it is submitted for the record. We want to be as objective 
as possible in this whole thing. 

Colonel Ricumonp. The situation concerning the Air Force that 
we touched on here was reported. I am not sure whether it was di- 
rectly or through appropriate channels to the Department of De- 
fense back home. Meanwhile, we have been instructed by various 
agencies to continue what we are doing with respect to aircraft de- 
liveries. 

Mr. Fascetx. Because you have not heard ? 

Colonel Ricumonp. In other words, we have been operating under 
instructions. I am sure that—at least in my own mind—that this 
matter is still under consideration. 

Mr. Fasceti. That is the point we wanted. How long has it been 
under consideration, to the best of your knowledge: several months? 

Colonel Ricumonp. A number of months. 

Mr. Fasceri. Let me ask you another question. Do you feel that 
we ought to get a decision on this thing pretty quick ? 

Colonel Ricumonp. I think we need one soon, sir. 

Mr. Fascerz. Or the door will be closed ? 

Colonel Ricumonp. Or the door will be closed. 

Mr. Fasceizi. That is the main thing we were interested in. We 
appreciate your getting that information for us. I certainly hope 
that we can do something about that. I do not know that we can but 
we will give it a whirl. 
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Mr. Buarr. Mr. Chairman, the report which GAO Washington 
released points out that they developed information in Washington 
that MAAG-Germany proposals are now being reviewed on this 
particular problem as of the date of release of this report. No de- 
cision has been made and I would like to point out this report has 
just been released on August 30. The matter is under consideration, 
but the report does not given a specific date on the time that MAAG- 
Germany proposals went forward. 

Mr. Fascett. The original survey was May 31 of this year and we 
are now in September. If we make a logical extension of that, we 
will be into next year sometime, and if 1 understand the situation, 
without looking at the sky, that will be too late. Perhaps I should 
have said my crystal ball. 

Are there any other questions / 

The only other thing we need at this point in order to be sure that 
we put this thing in a proper frame of reference, as far as this office is 
concerned, is, when did you fellows notify Washington that somebody 
ought to tell you something ¢ 

Colonel Ricumonp. I think it was early this year, Mr. Congress- 
man, to the best of my recollection. 

Mr. Fascet,. While you are protecting yourself, you might as well 
get real accurate, if you can. In other words, it has been a long 
enough time / 

Colonel Ricumonp. Yes, sir. 

Mr. Fascetx. To the best of your recollection it was early this year ? 

Colonel Ricumonp. Yes, sir. 

Mr. Fascety. I cannot help but add this: There is no point in worry- 
ing you. fellows about this, but we have been several places already 
where we have run into major decisions that have to be made with 
respect to overall programs that involve the expenditure or the re- 
coupment of a tremendous amount of money. By the way, I might 
add that we have run into the highest type personnel and efficiency in 
these contacts. This group is no exception. They have done every- 
thing they can without going to Washington and cracking the lid 
themselves. 

We keep running into time lags anywhere from 6 months to 214 
years. It is frustrating enough to do your job without waiting for 
somebody up there to make a decision on what you know might be a 
hot potato. 

We are interested in getting this record straightened out, so if some 
time from now this boils up somewhere they will know that as far as 
this group is concerned, they did what they were supposed to do and 
did it ina timely fashion. 

We are through on this side. 

Do you gentlemen care to make any remarks / 

General SuMMERFELT. We wish to thank you very much for your 
coming here. I think we tried to give you exactly what you would 
like. 

Mr. Fasceii. We appreciate that. 

I am happy that we could stay out of the classified area. I think 
we did that and in that regard I am very satisfied with the support 
that we got here and very happy that the Ambassador was here, too. 
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I thought that it was very nice of him to take that much of his 
time. We know that he is extremely busy and we feel it was a great 
ceo in addition to making contributions and clarifications on cer- 

tain points that had me stumbling around in the dark. I particularly 
appreciated his presence here. 

There is one other thing which I am sure we are not quite clear on 
which involved this decision. Are we talking now about small sums 
of money or large sums of money, Colonel 

Colonel Ricumonp. Relatively large. 

Mr. Fascetu. It is substantial ? 

Colonel RicumMonp. General, do you think we ought to do what you 
suggested and go on for a few minutes more? 

General SumMerrett. I think that if we would go on for 5 minutes 
and make it “secret,” it would be useful. 

Mr. Fascett. We want to give you the opportunity to tell us so that 
we have a complete understanding. 

With that, the open session will be adjourned and the committee will 
immediately resolve itself into executive session. 

(Thereupon, the hearing in open session adjourned at 12:40 p. m., 
to be followed by an executive session. ) 
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(A Review of GAO Aetivities in Connection With Certain 
Federal Expenditure, Procurement, and Inventory Practices 
in Europe) 


WEDNESDAY, SEPTEMBER 11, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON EXECUTIVE AND LeGIsLATIvE RrorGan- 
IZATION, OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
USAFE, Wiesbaden, Germany. 

The subcommittee met at 4:15 p. m., USAFE, Wiesbaden, Ger- 
many, Hon. Dante B. Fascell (acting chairman) presiding. 

Present: Representatives Fascell, Harden, Michel, and May. 

Also present: Christine Ray Davis, staff director; Orville S. 
Poland, general counsel; Orville J. Montgomery, associate counsel ; 
John W. McGar ry, assistant counsel; John R. Buckley, staff member ; 
and John P. Carlson, minority counsel. 

Mr. Fascetu. The meeting will come to order, please. 

This is an open hearing of.the Executive and Legislative Reorgan- 
ization Subcommittee of the House Committee on Government Opera- 
tions. 

Our primary field of interest and inquiry, General, is in the juris- 
diction of the General Accounting Office and a review of the work 
that they have reviewed getting into the problem areas that seem to 
confront all of the commands in different respects. They visited 
many offices and field stations. We are interested in those areas 
where recently the General Accounting Office has had an opportunity 
to complete some reviews that have gone forward. That is the main 
reason we are here today. 

With that, we want to pay our apologies for having held up every- 
body at this hour. It was a cumulative proposition, starting out 
with a mere 5 minutes and now we are an hour late. If we have 
caused any inconvenience we are deeply sorry for it but we appreciate 
the fact that you have had everybody on a standby basis and ready to 
go the minute we got here. 

If you would now give us a little bit about your background for 
the record, we would appreciate it. 

You can go right ahead, General. 


STATEMENT OF MAJ. GEN. HERBERT B. THATCHER, VICE COM- 
MANDER IN CHIEF, USAFE, WIESBADEN, GERMANY 


General THarcuer. First, let me say that we are very gli 
are here and we welcome these visits. I think they are a grei 
spiration to all of us. 
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As a command, this is the largest command outside of the Zone of 
Interior for the United States Air Force. It embodies such a very 
large area and it is so complex that just a brief word, I think, is neces- 
sary to understand how we work and how we operate. 

We run from Norway through the United Kingdom, through the 
Low Countries, through France, Germany, Italy, Greece, Turkey, 
Saudi Arabia, French Morocco and Libya and Portugal. 

These are the countr ies in which we operate. 

As you see, this requires not one set of regulations, not one set of 
contract laws, but it requires 14, by count, different sets of regulations. 

As a command, our main function is our contribution of combat 
forces to NATO. This is our main function. 

In addition to that, we are charged with many support tasks 
which in some cases are only vaguely related to our primary mission. 
In other areas, they are in no way related to our primary mission. 
However, they are important missions imposed upon us by the Joint 
Chiefs of Staff because of our proximity here and our loc ‘ation. For 
instance, I refer to some of our presence in Saudi Arabia at the 
moment and which is quite large at Iran. That has nothing to do 
with NATO nor the forces in Morocco or Libya. They are directly 
attributable to NATO. However, these are important functions that 
the Joint Chiefs of Staff have added to our mission. 

I think it is necessary to understand first that we comprise the 
main element of the NATO strike force, and our presence in Eng- 
land, France, and Germany in that capacity is our real mission. 
Ninety-five percent of our thinking, our effort, our enthusiasm, is in 
that area. Naturally, all of the support tasks that we have to do, we 
discharge those as good airmen or good soldiers would. We do not 
like it. We prefer to do our combat mission as our real purpose in 
life. 

We are assisted here in USAFE by AMC, MATS, and SAC, to 
some degree. SAC forces although not a part of this command 
have two commands in the area. One is in the United Kingdom and 
the other is in French Morocco. 

MATS has three bases in this area [indicating]. They have two 
in England, the United Kingdom, and one here. 

The AMC, Air Materiel Command, is here in quite some force [in- 
dieating], and its primary headquarters is the Air Materiel Force of 
Europe called AMFEA. They are represented at this conference 
here. 

They are the AMC for Europe. 

Our direct representative here and direct contract through AMC is 
through AMFEA headquarters. They are charged with, for the 
most part, buying, contracting, and purchasing and the maintenance 
and depot level and the supplying of our combat forces. 

We have three air forces under us: The 3d Air Force i in England; 
12th Air Force on the Continent; and 17th Air Force in Tripoli, 
Libya, which has the entire span of the Mediterranean including 
Turkey. Saudi Arabia is a separate force. We have a smaller com- 
mand, a logistic command, called the 7100, which does all of the sup- 
port tasks for the combat forees and for certain noncombat forces 
incident to our position here, such as those in Berlin, such as those 
in Paris, where it is necessary for us to have liaison officers. I think 
that suffices for a background. 
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I think now I should turn this over to a specialist who will answer 
your specific questions. I know you are interested in the General 
Acounting Office. 

By law it is also our interest and in addition to the fact that they 
are nice people. We get along very well. 

I would like to turn this over to General Newberry to carry on with 
specific questions and specific answers to your questions. 

Mr. Fasceiit. Thank you, General. 

General Newberry, would you identify yourself for the record? 


STATEMENT OF BRIG. GEN. JAMES P. NEWBERRY, DEPUTY CHIEF 
OF STAFF, MATERIEL, USAFE, WIESBADEN, GERMANY 


General Newperry. My name is James P. Newberry and I am the 
Deputy Chief of Staff, Materiel. I recently arrived here from 
Logistic Plans in Washington. I have been here about 7 weeks. 

I will be forced to call on some of the experts here for some of 
these answers because I have not been here quite long enough. We do 
have representatives from AMFEA and from our own headquarters. 
I hope to cover the subjects you are interested in. 

I might add that the Comptroller is also represented. 

Mr. Potanp. I think in addition to what the chairman said, this 
committee is interested in those operations of the General Accounting 
Office which have to do with the establishment of property account- 
ing and the review of accounting and inventory matters, even apart 
from their formal reports. It occurs to me that the best way to get 
into that, in view of what I was informed when I was here recently— 
I was informed then that we would have to readjust our understand- 
ing of how supply is maintained because of a new system which is 
being established in respect to the depots in the supply of bases direct 
rather than through the maintenance of a larger depot—is that 
something you would like to take wp, General Newberry? 

General Newserry. Colonel McCutcheon is here. He represents 
AMFEA and I believe he has some slides that would perhaps give 
you this new look, you might say, of our supply system. 


STATEMENT OF COL. ROBERT H. McCUTCHEON, DIRECTOR, PRO- 
CUREMENT AND PRODUCTION, AMFEA, WIESBADEN, GERMANY 


Colonel McCutcHeon. I am the Director of Materiel for AMFEA. 
If I understand it correctly, this is a subject which I discussed with 
General Hefley. We have a short rundown of this graphically por- 
trayed which would answer most of your questions on this. 

Mr. Fascetx. Go right ahead. 

Colonel McCutcuron. Mr. Frank Grow, of our programing office, 
is prepared to give this. 

Mr. Potanp. Just to refresh my recollection, what does AMFEA 
stand for? 

Colonel McCutcuron. Air Materiel Force, European Area. 
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STATEMENT OF F. I. GROW, TECHNICAL ASSOCIATE, DIRECTOR, 
PLANS AND PROGRAMING 


Mr. Grow. I am Frank I. Grow, of Headquarters, Air Materiel 
Forces, and I am with the programing office in this headquarters, 
AMFEA. 

As explained by General Thatcher, Headquarters, Air Materiel 
Forces in Europe, otherwise known as Headquarters, AMFEA, is 
located right across the street here and we have the job of providing 
the logistic support within this theater for all forces within the 
theater. 

As your chairman stated, there have been some recent changes in 
the type of support that we are to give within this theater. About 
a year and a half ago the forces now called AMFEA were broken 
away from this part of headquarters USAFE and placed under the 
Air Materiel Command. That is now a worldwide command and it 
has command of the logistic forces here in this theater. Now we have 
what we call an AMC-approved European logistic plan which will be 
put into effect and is in effect now being implemented. Over the 
next year, or year and a half, it will be gradually implemented. 

I will show you how we do it and how we arrive at it within the 
next year and a half. To start with, I will show you somewhat what 
we do today. As General Thatcher stated, we support USAFE and 
SAC units located over the European theater. In these theaters 
[indicating] we have SAC and USAFE. We have facilities located 
over the theater to handle this situation, and here within this area 
[indicating] we have the Burtonwood Depot and outlying storage 
ammunition sites. Charteauroux is the major depot with outlying 
ammunition-storage sites in this area and two ammunition-storage 
sites there [indicating]. Here [indicating] we have Nouasseur in 
North Africa, a major depot with a Supply Squadron (Depot Special). 
Here [indicating] as of about the ist of July was the position of 
AMFEA. These were the bases that we had [indicating]. 

As I have them stated here they were major depots and headquar- 
ters AMFEA is located here in Wiesbaden, ammunition depots and 
storage and ammunition-storage sites. Starting the 1st of July that 
is what we had and what we are gradually phasing away from. 

This is just an attempt to give you some of the ideas back of our 
overall idea. Just to rehearse you on what we have done in the past, 
in the United States we have major depots set up and storage by com- 
modities for the Air Force. Those commodities are sent from those 
zones of interior major depots over here to depots, let us say, in Bur- 
tonwood and Chateauroux and Nouasseur where we make bulk stor- 
age again. The USAF bases would requisition their supplies from 
those depots. For USAF and SAC in this theater the report was 
between a base and an overseas depot. That is what we have had for 
some years. These are features of what we are going into now, grad- 
ually phasing into now. 

We would have a worldwide control of USAFE depot assets from 
the Zone of Interior of what we call our prime depots, those major 
depots in the United States. Then they would want to reposition the 
equipment and war consumable supplies right in the units with the 
USAFE and SAC units right with it, so it would not have to move 
them in case of war. 
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Then we have spares and spare parts in the flyaway kits. In the 
kits that the units pick up and move as they move, that is. These are 
in their dispersal kits or base supplies. The general idea is that we 
are moving what is needed by these units in case of war, out where 
they can use them and we put the supply of depot assets back in the 
United States. As we go about providing logistic type support here 
in this theater [indicating] our normal stock replenishment to those 
weapon system dispersal ‘kits and bases would be by surface means. 
We are making every effort that we can to move all of the material 
that we can by ‘surface, which would be the most economical and best 
way to move it. Then we would have emergency requirements only 
to the extent that we have to move airlift from the Zone of Interior. 

I would give one qualification to this which I cannot term “emer- 
gency.” In case of units from the United States which are deployed 
to this theater temporarily, like SAC or TAC units, that deploy 
through the theater, we will probably use an airlift system to support 
those simply because we do not want to build up base stocks for units 
that are rotated. Then we would make maximum use of our electronic 
data-processing equipment that we have today. Wehaveit here. We 
will be making maximum use of that and transreceiver network. This 
follows because if we have to go back to the Zone of Interior to get 
these supplies, the means of doing it is by a rapid communication sys- 
tem and rapid transportation system. 

Our MAP countries, or military-assistance program where we sup- 
port the countries here in Europe, we would do this in the same manner 
as we do any of the rest of the United States Air Force bases. I do 
not mean on an equal priority, but the same type of system. We do 
not want different types of systems. We want to do it on the same 
basis, but give priorities, perhaps. Then in order to do this, of course, 
in our overall concept, we would have a greater emphasis on our depot 
level maintenance by contract, necessarily. By doing these things, 
we would supply direct from the Zone of Interior and there would 
be a reduction in inventory over here and a net total reduction in 
inventory Air Force-wise. 

To carry out those objectives I have mentioned specifically in the 
\ir Materiel Forces planned for supply, then we would have a direct 
support for all classes of various types across the board, except for 


amnitnition and specie! weapon spare parts. That would be from a 
Zi— Zone of Interior—depot directly. As I said, we would try to move 
most of it by surface direct from the Zone of Interior directly into 
bases. Our ammunition would be from the theater depots, special 
weapon spare parts would be as indicated. I showed you those on the 
first map. 

Mr. Powtannp. That would be the new function of these theater depots 


which have now been used as a matter of base supply; is that right ? 

Mr. poe No, sir. There are today, if I take you back to the 
original chart where I showed some ammunition depots in England 
and France ind Italy, I am saying their function still continues as it 
is. They wereammunition. Then I showed you some special weapon 
spare parts support sites. They would continue. That is all I am 
saying. T hose would remain pretty much as today. 

Mr. Poranp. It has no relation to places like Chateauroux ? 

Mr. Gr w. No particular relation. 
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Mr. Fascett. You are going to get to that. You are going to tell 
us what happened to those overseas bases ? 

Mr. Grow. Yes,sir. I will tell you what happened. 

Then we come to the direct support and contractor sites for con- 
tractors moving direct into the Zone of Interior and direct support 
for Army technical services and medical services right from the Zone 
of Interior. Then we have a close support concept ‘which I will show 
you. Itisanother. It isa little different version of a direct support 
from the United States. Then we would have our area technical 
assistance helping USAFE and SAC in the area. We would give 
our technical assistance from what we call EAAMA the European 
Air Materiel area located at Chateauroux. 

This gives us a little more of a pictorial review of what I just said 
this amounts to [indicating]. This is a major portion of our supply 
to USAFE units which will be by surface. This is the emergency type 
support by air; communications going from the base back to the 
United States directly, materiel moving. 

Then we would have one close support site. This photograph puts 
us in this frank spot. It is supposed to be in France where we would 
locate a few critical items, what we call mostly critical items that can 
be used by these bases in this theater to support immediate type 
requirements. 

We will have some types of items to support units in the theater. 

Our plan for maintenance is that we would do most of our engine 
overhaul by contract or return it to the United States. Our depot 
maintenance of radar would be by contract. 

On such an item as the maintenance repair schedule, anything that 
can be repaired is likewise to be returned to the United States or 
repaired here by contract. Our maintenance and technical assistance 
again is done at Chateauroux. This is to give you some idea of where 
the maintenance sites are [ indicating }. 

We have facilities throughout Europe where we can do these types 
of things, such as IRAN and ov erhaul, periodic inspection and over- 
haul. We are continuing to develop sources to carry this out. 

Mr. Fasceti. Excuse me just a minute. I was confused there. I 
understood that all of that major repair and overhaul, the chart just 
before this one, I wanted to be sure that I understood the relationship 
between this slide and the one preceding this one. 

Mr. Grow. On IRAN, which is inspect, repair as necessary, that 
primarily oe aircraft. This would be done in these sites [| indi- 

eating]. I would say that most of the aircraft we would do in this 
theater. 

Mr. Fasceii. There is no change in that setup ? 

Mr. Grow. No particular change. This does not really amount to 
a great deal of change. 

We are just giving more emphasis to contracts which is what I am 

saying. On the overhaul of engines, most of our engine overhaul 
likewise will be in this theater. Some of the engine overhaul will be 
back in the United States where they will move them over into this 
theater. I cannot give you much of an approximation on that. 

Mr. Fascetu. Is this maintenance a part of your overseas bases 
function ? 
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Mr. Grow. Yes, sir; part of it was. For instance, at Chateauroux, 
we do at the present time a portion of our aircraft IRAN. That is 
only a portion. We presently, today, do IRAN at some locations in 
Italy. Here in Belgium and here in Copenhagen and here at a point 
in England [indice ating |. We have contracts to do IRAN today on 
aircraft and likewise with engines. I do not believe we have a theater 
engine overhaul other than contract at the present time. 

Mr. Fascetn. Thank you. 

Mr. Grow. This is the AMFEA plan for procurement [indicating]. 
Remembering that requisitions for materiel, if people ask for materiel, 
it is going to go back to United States prime depots so they have the 
knowledge of what is being consumed here, they are the natural ones 
to prepare requirements for supply of items. Likewise, they will 
know, and they will have charge of, the overhaul of aircraft and of 
engines so that they will tell us their requirements for those things. 
T hey y are just managing it worldwide. 

They will tell us for OSP of supplies and services will be computed 
back at that major depot in the United States. Then they will send 
us what we term a funded purchase request here to headquarters, 
AMFEA, and we will negotiate a contract and administer it. 

Weare acting for them ‘and they are working worldwide. AMFEA 
will operate these procurement offices and administrative offices to ad- 
minister these OSP contracts and they will administer theater-call 
contracts for us for units to get local purchase- type items. We will 
again, at Chateauroux carry out the technical assistance within the 
theater in regard to procurement. 

Mr. Potanp. The requirement for offshore procurement of supplies 
and services will be furnished the same way to the military assistance 
country as they will to our own forces, if I understood you, or the 
general’s earlier statement correc tly ? 

Mr. Grow. Yes. 

General TuHarcner. Let me qualify that. Yes, they are, but not in 
the same ratio at all. Not onthe same priority. 

Mr. Potanp. You said a different priority / 

General Tuatrcnuer. Entirely different priority. 

Mr. Potanp. I wondered if these requirements are estimated in the 
Zone of Interior prime depots and what becomes of the MAAG func- 
tion in the determination of the country’s utilization and needs. 

General Tratcuer. Again, this is a priority thing. The MAAG 
continues to function and advises the prime AMA on consumption data 
in that country. However, the MAP law may restrict the purchase or 
supply toany one country. Let me give you an example. 

It may be that by our law we may have given more than 1 year’s 
supply to Turkey and we may have given 2 years’ supply to allie: 
We may have only given 1 year’s supply to Italy. This varies w ith the 
country and with the law. 

The local MAAG determines the consumption data. The AMC 
prime depot determines what will be purchased for that country. 

Mr. Potanp. That answers it. 

Mr. Fascetx. This necessitates, does it not, that you will only have 
one country, as far as this is concerned, in the States. You would 
not have direct communications contact with all Zone of Interior 
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depots, would you, and make arrangements? Somebody has to. co- 
ordinate and decide where it is coming from. 

Mr. Grow. You must remember that we have prime classes of sup- 
ply. Each one of the depots in the United States is responsible for a 
different type of supply. Let us say a country here would requisition 
an item when they need something. It is passed through and they 
requisition directly on that depot in the United States. 

I am explaining the new system. 

They will go right back to the prime depot in the United States 
that buys that sort of thing and they will ship back to the country. 

Mr. Fascetn. How is it coordinated overall? That is what I am 
trying to get at. Where? 

General Tuatcuer. That is a coordinated AMC program. That 
will publish to its prime depots a program to be followed and then if 
you want to go to a certain type of engine and if you went to Sacra- 
mento or to the San Antonio depot, it is coordinated by AMC in an 
overall program which gives the priority rating, precedent rating for 
each type unit. 

Mr. Fascety. And limitations? 

Mr. Grow. And the limitations and the funding. 

Mr. Fascetu. Thank you. 

Mr. Grow. You will recall the chart that I showed you at the start 
of the depots together with the major depot here at Burtonwood, here 
at Chateauroux, Nouasseur; within approximately 1 year we will 
have gone through a transition period that will bring us about this 
sort of a complex [indicating]. 

In England the Burtonwood Air Depot will be closed down as a 
major depot. At that site we may have at that time a location where 
we gather disposable type material from Air Force units and there 
may be a function left there for subsistence within the British Isles. 
That will be the extent of AMFEA operations at the site at Burton- 
wood as it is known today. Then we will still have Supply Squadron 
(Depot Special) at Alsonbury and we will likewise have an ammuni- 
tion storage site at Welford, functioning pretty much as they do today. 
In Europe we will have Chateauroux as the actual European air ma- 
terial area storing the limited supplies that I mentioned for a close 
support, critical type item operation, to supply immediate needs. We 
have here at this point [indicating] another ammunition storage site. 
Here in Germany and northern France we will have more ammuni- 
tion storage sites and down here in northern Africa we will again have 
a spot where we can gather materiel in from the bases to be disposed 
of. 

We will have the Supply Squadron (Depot Special). The re- 
mainder—you will remember the other chart—the moving of supplies 
directly in from the United States to the Zone of Interior prime 
AMA’s and this is what will remain of AMFEA as it is today [indi- 
cating]. Most all supplies for both USAFE units and MAP will be 
supplied just as we do in the United States. That is, directly from 
the major depot that has the function. 

Mr. Potanp. That will change the nature of the line items in places 
like Chateauroux, will it not ? 

Mr. Grow. Yes; it will greatly change the number both of line 
items and the quantity within any given line item, particularly in the 
numbers. 
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Mr. Potanp. Then in respect to those, the items that are now in 
Chateauroux, what plans are made for the distribution and disposal 
of those items? 

Mr. Grow. At Chateauroux / 

Mr. Potanp. Or any of the a overseas depots / 

If we understand it correctly, they are going to become a depot for 
oar supply of special ads of items. That is, the broad, gen- 

ral depot for the supply of bases will be eliminated. Whiat is going 
es become of these broad general bases for supply / 

Mr. Grow. In each depot, let us say the one at Nouasseur, we are 
phasing down and out first. In this instance we are first having 
bases—let us say of USAFE and SAC, Strategic Air Command- 
come into Nouasseur with a requisition. We are not calling more 
materiel over from the United States to place it at Nouasseur. These 
requisitions will flow into Nouasseur. If they have it, they fill it: if 
they do not, we call it an extract on the United States depot to a 
Actually, this is already happening in the southern air materiel area 
They are at this stage of the game bypassing Nouasseur and going 
right on to the U nited States. 

Mr. Fascext. In the transition period you are feeding out base 
depots and the functions you are not going to keep / 

General TuHarcuer. A process of elimination. 

Mr. Grow. We have then a situation where we will eventually 
make the quantities and types of stock known to the prime depot that 
still remains at Nouasseur, and when they get a requisition they will 
direct us to ship from Nouasseur to these sites. There is a sort of 
phasing down until—— 

Mr. Fascen. Until you get your stocks to the place where they fit 
the functions ascribed to this particular location ? 

Mr. Grow. Yes, sir. 

Mr. Potanp. What difference will it make, if any, in the nature 
of the amount of supplies or the number of daoe ‘supply that the 
bases will have to have available of consumable items ? 

General THatcuer. Do you want to answer that ? 

General Newserry. They will be raised up to a 60-day level. 

Mr. Portanp. They are now what / 

General Newserry. Forty-five. 

Mr. Potanp. Raised to? 

General Newperry. Sixty. 

Mr. Potanp. Will that raise by 50 percent the number of items or 
will it not? 

General Newserry. Not the number but the quantity. No, I do not 
think it will be 50 percent. It will be in the neighborhood of 20, ] 
think. 

Mr. Potann. Some of the items last longer than others, so they will 
not be expended as fast even though you had a longer days’ supply ? 

General Newserry. That is right. 

General THarcuer. It does not necessitate more storage on the base 
or more base storage. 

Mr. Fasceti. So you cannot relate economy in the move of phasing 
down overseas depots in any way except to efficiency of operations? 

General Tuatcner. I think you could relate it to economy in that 
the Air Force will buy less and the units will be supported faster. 
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Mr. Fasceiti. Even though your base stocks might have to go up 
as a result of this move temporarily ¢ 

General THatcuer. Because it eliminates that large middleman 
held in our depots here on the Continent. It will eliminate that 
middleman and it comes right from the prime depot right to the unit. 
Therefore, you can buy less. 

Mr. Fasceiu. In other words, on the theory that you are stocking 
only what you actually need at each particular base rather than try- 
ing to meet a whole complex out of one operation ? 

General Tuatcuer. That is exactly right. If you say what you 
need, you have to include the 60-day period. That is exactly correct. 
It also greatly helps our mobility. Our units are not necessarily in 
the position in which we want to fit them. They all have dispersable 
bases. In order to exercise your dispersable-base property you have 
to have flexibility with this fly-away kit, mobile dispersal kit, and 
you have got it on your base. You have a great flexibility to move 
out and you have the supplies on hand with you to operate. 

Mr. Fascetz. So you have a greater state of readiness, which is 
flexibility, and you have greater efficiency from an operation stand- 
point as well asa supply standpoint ? 

General Tuatcuer. There is an economy and greater efficiency in it. 

Mr. Poxanp. I think that seems to cover the new system. 

I have a note here, Colonel McCutcheon, to the effect that within 
the General Accounting Office report it has stated that within the 
past 2 months, Morocco airbases have requisitioned materials from 
the United States which were available in Europe where they are in 
the process of being phased out. 

Do you have any information on that ? 

Colonel McCutrcueon. This is true; yes, sir. 

We replied to this report and we found this was happening. I am 
sure that it will continue to happen somewhere. 

They have had 254 items that I think we are talking about. Asa 
result of that report, plus investigations we made, we finalized a sys- 
tem the 17th of August, I believe the date was, whereby the list of 
items would be screened. These lists were submitted on all known 
requirements of Morocco, as well as other Air Force activities here. 
These were submitted on the 20th of September to AMC on this 
procedure, in the southern area, and we are giving to the Zone of 
Interior prime AMA’s, the duplicate set of stock record cards that 
Nouasseur now has. On any requisitions that the Zone of Interior 
prime AMA gets for these items they will be checked against the 
Nouasseur cards first and if it is listed as being there Nouasseur will 
be notified by the prime AMA to fill this requisition and fill it there. 

Mr. Potanp. That can be charged off to the Zone of Interior prime 
card when they notify Nouasseur / 

Colonel McCurcuron. Yes, and shipping instructions will be is- 
sued to send this to so and so. These cards are on high-value items 
being kept up to date weekly. They are being refined weekly by 
Nouasseur and sent to the prime depot; the low-cost items monthly. 
This system is to go into effect until we get these stocks down. It 
looks like a proposition you are not likely to run into any more. 
Then we will go to the prime depots and have a refined list of what we 
have. We will say, “What do we do with these now?” 
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Mr. Potann. That, perhaps, brings me to the next question. Is 
that a part of a property accounting system which you are in the 
course of installing ? 

Colonel McCutcuron. I do not quite understand the question. 

Mr. Potanp. Inventory control a 

Colonel McCurcuron. Yes, sir. I think I know what you have 
in mind there. Yes, sir. 

As a part of this whole exercise, in order to know what we have in 
all of these depots, and in Nouasseur especially, we are starting a 
location survey. I think this may be what the gentlemen are referring 
to, to locate and inventory all of our property in order that the Zone 
of Interior prime depot has a complete listing of everything that we 
have and everything that they can issue shipping instructions on. 

Mr. Potanp. That is back of the bases, I suppose? That is in 
the depots ? 

Colonel McCurcuron. This is in depots, sir. We do not control 
base stocks. 

Mr. Potanp. When it gets to the base it is charged out from the 
depot and ceases to be on depot records ¢ 

Colonel McCurcneon. Yes; when we ship. 

Mr. Fascetyi. This isa command function from there on ? 

Colonel McCurcuron. Yes, sir. 

Mr. Fasceiz. Inventory control and accounting ? 

Colonel McCurcuron. At the base level. 

Mr. Fasceityt. Under the new system ? 

Colonel McCurcueon. It has been under the old system. 

Mr. Fascetx. I know, but there is a big difference, it would seem 
to me, under the old system where you are supplying on an opera- 
tional standpoint on the level which anticipates an overseas base 
depot and when you come into a new system which contemplates that, 
in effect, for major items or certain items, your base will be its own 
supplier. 

Colonel McCurcuron. Yes, sir; it is still under this. We are 
actually picking up from 45 to 60 days. 

In answer to your question, it is not a doubling of supplies. You 
may need only 1 item for 90 days, but you have to have it for 45 
days. 

Mr. Potanp. This new check you are making on the amount of 
property you have in all of your ‘depots, does that have any relation 
to the property accounting cooperative effort which you have with 
the General Accounting Office? Is this something that you have 
devised alone, or is it something done cooperatively ? 

Colonel McCurcneon. I think it is about everything. I think we 
have regulations, sir, that cover what we are supposed to do. Unfor- 
tunately, we do not always do it. They are very helpful in pointing 
out tous when we make mistakes. 

We were aware of this and they pointed out this same thing. 

Mr. Potanp. They have a statutory duty to cooperate, if I remem- 
ber the wording correctly, and the question I am leading to now is, 
whether this is an evidence of their cooperation or whether it has 
resulted in improvement of methods in your own affairs, sir. 

Colonel McCutcuron. Yes, sir. I would say they helped us in what 
we were doing. 
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Mr. Fascetu. We go through the same process, I might add, Colonel. 

Colonel McCurcneon. I have been in procurement about 7 or 8 
years. This is nothing new and I am familiar with the operation. 

Mr. Poranp. The committee suggested they would like to know 
something about the extent to which you have the retail-store system 
in operation and how that works. 

Colonel McCurcueon. I would like to call now on the specialist in 
this. 

Are you interested only in the three we have of the depots or are 
you interested in the total field ? 

Mr. Fascetu. Just the idea of the system of operation. 

Colonel McCurcueon. I would like to ask Major Gochenaur, who is 
our specialist on the system. He can give you a rundown of how it is 
supposed to work here. We have furnished your committee the details. 


STATEMENT OF MAJ. R. L. GOCHENAUR, SUPPLY, TRANSPORTATION 
AND SERVICES DIVISION 


Major Gocnenaur. AMFEA headquarters on this retail-store oper- 
ation is more of an accounting function than it is per item. It does 
away with a lot of unnecessary “accounting that we have for high-value 
items. 

It takes bit and piece items, and small low-value items, and puts 
them in a form similar to a regular market where the people can go in 
and shop for themselves, just like you would do in a hardware store 
across the counter. It is charged off on a charge sheet against each 
account and based on a monetary value that each organization has. It 
is a very simple device. They have a certain restriction that has been 
placed on it as to who can draw this equipment. It does not neces- 
sarily mean that everybody can go through that who is in the Air Force 
and draw their equipment because there are certain restrictions placed 
on each supply organization or each organization as to who can draw 
this. 

Mr. Fascert. What is the criteria for determining whether the 
equipment is in or out of this? 

Major GocuEenavr. Visual inventory is placed out on display tables 
or in small box storage areas which each manager of each department 
checks daily or weekly and puts in a purchase reqeust or places a 
requirement on GSA for these items. 

Mr. Fascetzi. What is the criteria for setting it up? What is the 
criteria for determining that an item goes into this retail store? 
Value? 

Major Gocuenavr. Yes. sir. There are basically what we call 
Cap-3 items which is less than $10 in value, or expendable, that do not 
have any recoverable value. They are expended when they are issued. 

Mr. Fascern. Acquisition value? 

Major GocHEeNnaAvr. Yes, sir. 

Mr. Fasceii. And the item must be an expendable item ? 

Major GocHenaur. Yes, sir. 

Mr. Potanp. On those items you make no adjusted inventory as to 
unit price? 

Major Gocuenaur. Yes, sir; you do. You do that monthly, based 
on your change of new documents. Let us say you get a new purchase 
document in “and the price has been increased and then you adjust 
your price when you put this out to the customer. 
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Mr. Potanp. You count each item and apply it to each item left in 
stock ? 

Major Gocuenavr. No, sir. We price it for the whole amount of 
items that you have. 

Mr. Potanp. How many do you have? How do you know unless 
you count them up? 

Major GocHENAuR. You are required to inventory once a year, or 
oftener, as may be directed by the base commander. 

Mr. Potanp. You get these new prices every week ? 

Major GocHENAUR. Yes, sir. 

Mr. Potanp. You apply those to an inventory that you take once a 
year / 

Major Gocurenaur. Not necessarily. It is mandatory that you have 
it once a year, but most of the stores operate on a monthly inventory 
or kind of like a cycle. 

Mr. Fascett. What kind of items are we talking about? 

Major Gocuenavr. Nuts and bolts, paper clips, paints and 

Mr. Buckxiry. Automobile tires? 

Major GocuEenavr. No, sir. 

Mr. Buckiey. $10 maximum ? 

Major GocnEenavr. $10 maximum. 

Mr. Fasceti. Thank you very much. 

Mr. Poranp. One other question that the chairman suggested is 
whether this new system of supply from the Zone of Interior supply 
has any effect on your property inventory control system ? 

Colonel McCurcuron. We think it should i improve. We think it 
should improve it because we will not have as many items. We will 
not have the bulk shipments into the depot with double handling, 
unpacking, receiving, and shipping. We will not have as much paper- 
work flowing. The bases will have about the same inventory problem. 
They will have to count more of the same items basically, but we think 
it should improve by virtue of the fact that we do not have as many 
people in the act and as much paperwork. 

Mr. Potanp. Will you have as much punchceard control on your 
depot supplies? 

Colonel McCutcnron. In most every case the Air Materiel Com- 
mand is mechanizing this procedure as much as possible; yes, sir. 

Mr. Fascett. I do not know what the magnitude of this operation 
is in relation to dollars and cents, but it would seem to me that it 
would be a tremendous thing if we could get some ideas of what 
it would mean to eliminate this tremendous amount of middleman 
handling, because it involves transportation, handling, warehousing, 
administrative costs, and paperwork. 

Colonel McCurcneron. I might give you one figure. 

Mr. Fascety. In other words, what I am getting at is if you put 
in a system that is going to amount to a tremendous improvement, 
not only from the standpoint of efficiency but from the standpoint of 
economy, which goes right back to our sore spot here, if we could 
take credit for it in dollars and cents, by all means, we ought to do 
it. I donot mean this committee. I am talking about the Air Force 
now. 

Colonel McCurcneron. I think we could dig you up some figures. I 
know that in personnel reductions alone we figure that we can re- 
duce a minimum of 10,000 people. 
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Mr. Fascetu. Relate that to dollars and cents and then we are talk- 

ing the same language. 

Colonel McCurcueon. I think that we can use the figure—I think 
it comes from your place, General Newberry—it costs $6,000 to main- 
tain an airman here a year. We hire nationals at these various bases. 
I could not quote you a figure on that. 

Mr. Fascety. You see what I am getting at? 

General Tuatcuer. I could quote you a figure on that. We use a 
factor of about $1,600 to get a foreign national, a native son; $1,600 
per each. If they eliminate that number, that is $16 million. 

Mr. Fascetx. Per year? 

General THarcuer. Per year eliminated. Your big saving is— 
you have to get that picture actually from Washington or AMC be- 
cause the big savings in the buying program—$900 million alone saved 
inengines. Youcan get all of the figures from AMC. 

Mr. Fascetu. In other words, by being able to cut down to what you 
actually need on every base ? 

General TuHatcuer. Yes; the big saving in the picture there you 
have to get from AMC. 

Mr. Fasceti. We would be very happy to do it. 

General Tuarcuer. I would recommend it, if it is of interest. 
There is where the total picture would be known rather than a piece 
of the system here. We would know the local saving; yes. 

Mr. Fascett. We would like to have that, General, because I do 
not know how far the thing has gone. We are not acquainted with 
any of the other areas, but with respect to this committee, it would 
be helpful to have in its hearings and in its report, how this is af- 
fecting this particular area, w hich is the subject matter. 

General Tratrcuer. You would have to get a piecemeal report from 
this area. The real picture should be gotten from Air Materiel Com- 
mand in Dayton, back in the States. Our Air Force Headquarters 
in Washington could readily supply it. 

Mr. Fasceix. Without being specific, then you will have savings in 
personnel ? 

The question I had in mind originally was this: Will there be any 
savings as far as facilities use 1s concerned in this transfer sys- 
tem ? 

Colonel McCurcnron. Yes, sir. We feel that we will be able to 
make available for turnback, for example, such things as, at least, 1 
activity or maybe 2 that we have in England. I mean turn it back to 
the RAF. You will naturally have a saving in utilities, dead stock 
sitting in depots that you do not need, inventory in the depots. I just 
could not possibly quote a figure. 

Mr. Fascett. It involves reduced facilities, reduced personnel, and 
administrative handling ? 

Colonel McCutcueron. Yes, sir. 

Mr. Fascetu. It is a substantial amount of money ? 

Colonel McCurcuron. Yes, sir. 

Mr. Micuer. Colonel, can you envision the other two services— 
the Navy and the Army—employing the same system to their ad- 
vantage and the taxpayers’ advantage ? 

General THarcuer. I do not think I could answer that. 

Mr. Micuet. Would it be peculiar to the Air Force ? 
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General Tuatcuer. I think we have to relate our subject here to 
the Air Force. The Army supply system is not our business, but we 
are familiar with it somewhat although not with their peculiarities 
and their methods. I would not possibly, or could not possibly, answer 
your question. I am flattered that you ask the Air Force the question, 
but I could not possibly answer it. 

Mr. Micner. I am sure that we will at least give them the idea 
that they ought to possibly explore the same avenue. 

General THarcuer. I am familiar with a few operations they have 
on certain high consumable items that they furnish by air direct to 
their units. In one category, I am familiar with something that the 
Army is doing. 

The Navy always has done something in the way of their fleet 
logistic wings and some supply direct to units. As regards their 
overall system, I could not possibly answer that. 

Mr. Fasceii. Just one point here with respect to the possibility of 
the reduction in the use of facilities that could be turned back to a 
user nation, what responsibility is there on AMC at the time that 
you are ready to turn it back with respect to getting credit for any 
residual value that might be in the facilities “that are going to be 
turned over ? 

Colonel McCurcnron. I could not answer that, sir. 

We deal in our turnover with the USAFE and EUCOM, I could not 
tell you. 

General THarcuer. I do not believe we have the installation special- 
ists here on the turnback of equipment. I could answer it in general 
terms. 

When we set up a program to turn back, it is programed some 
months ahead. For example, we just turned back some bases to the 
RAF in the United Kingdom and by virtue of lead time and proper 
notification the full savings in costs, in installation costs and in 
maintenance costs, of the base were saved. The full cost was saved 
rather than pay any closing-out costs. 

In one instance, I do recall, we were required to close a base sud- 
denly, and here we could not realize all of these costs. It was a very 
small installation, but it ran into a thousand dollars or so. For the 
most part, by programing—here we have long lead items—we do 
recapture all of our program costs. 

Does that answer the question ? 

Mr. Fasceri. Yes; it answers the question clearly, but it confuses 
me, because that is not what I have heard from some other sources 
that I asked the question of originally. In other words, if the ques- 
tion, as far as the military was concerned, was to arrive at a determi- 
nation that you had reached a point where it would be O. K. now to 
return the facility, and that was it, their hands were clear, they had 
no further responsibility, then the question of recapture of any residual 
value in this facility, as far as the United States Government and the 
other Government is concerned, would become a diplomatic proposi- 
tion. What you are telling me now is that you are able to success- 
fully turn one over in which you had a complete recapture of the 
total amount ? 
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General Tuatcner. I now see your point. I was speaking of our 
maintenance and operation costs. You are thinking of the real-prop- 
erty value? 

Mr. Fascetz. Right. 

General Tuatcuer. I cannot answer your question because it is no 
longer a military problem. It is a governmental problem. 

Mr. Fascexz. If the military take it up to a point where they say 
we are ready to release and we do release it 

General Tuarcuer. If we do, all property and maintenance costs 
and operations costs are recaptured which had been done for that unit. 
That is, spare electric-light bulbs and maintenance of property. 

Mr. Fascetu. In other words, you are not calling in a whole bunch 
of supplies to maintain a facility when you know 

General Tuatcuer. Yes; I think we can do that. As far as dis- 
posal of real property, that is not our real function. 

Mr. Fascetyu. Then what you said—in order to get the record clear— 
your internal programing has been such that you have not wasted any 
money when you had to close down a facility ? 

General TuHatcuer. Not on our maintenance and operation costs. 

Mr. Fascetz. If we could do just as well to recapture on real-prop- 
erty values, we would be all set? 

eneral THatcuer. You are so right. 

Mr. Fasceiy. Any other questions ? 

Mrs. Harpen. No questions. 

Mr. Fascety. The staff ? 

Mr. Potanp. There was one other item I wanted to ask a question 
on, and that had to do with the procurement of production of Air 
Force materiel. I do not know to whom those questions should be 
addressed. 

I have reference now to the General Accounting Office report in 
which they made some criticisms of the methods that had been em- 
ployed. Can somebody here answer that ? 

Colonel McCutrcueon. I think we have those, too. I have my pro- 
curement people here on those specific contracts. I actually have 3 
of them; 1 has been here about 3 years. They are Col. Robert L. 
Salzarulo, Lt. Col. Carl J. Chapman, and Maj. Henry Simon. They 
are from AMFEA and Procurement and Production. 

Mr. Potanpv. They represent those who have had the responsibility 
for offshore procurement with this Air Force materiel ? 

Colonel McCurnron. Not necessarily those. It depends on the 
dates. They are the ones now carrying on those contracts still in 
existence. Maybe the person who wrote it has gone back. 

Mr. Potanp. Certainly. 

Gentlemen, will you identify yourselves for the record ? 

Colonel Sauzaruto. My name is Col. Robert L. Salzarulo and I am 
Chief of the Procurement and Production Division, Headquarters 
Air Materiel Force, European area. 

Colonel Cuapman. My name is Carl J. Chapman and I am Chief 
of the Central Procurement Division. 

Major Smron. My name is Maj. Henry Simon and I am Chief 
of the Aircraft and Equipment Section of the Central Procurement 
Division. 

Mr. Potanp. What about the criticisms that the General Account- 
ing Office suggested in respect to some of your procurement contracts, 
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in that you paid elements of costs in question? Was the insurance car- 
ried by the contractor on items with which the United States had no 
insurable interest ? 

Our inquiry is directed now as to whether that situation still exists 
or, if it does not, what you have done about it. 


STATEMENT OF COL. ROBERT L. SALZARULO, CHIEF OF THE PRO- 
CUREMENT AND PRODUCTION DIVISION, HEADQUARTERS, AIR 
MATERIEL COMMAND, EUROPEAN AREA; ACCOMPANIED BY 
LT. COL. CARL J. CHAPMAN, CHIEF, CENTRAL PROCUREMENT 
DIVISION; AND MAJ. HENRY SIMON, CHIEF, AIRCRAFT AND 
EQUIPMENT BRANCH, CENTRAL PROCUREMENT DIVISION 


Major Stmon. Sir, that report covered the procurement of services 
and the flight tests for the F—-86K aircraft that we have on contract 
with the Italian Government. The prime manufacturer in the con- 
tract is a subcontractor, the Fiat Corp. We have had considerable dis- 
cussion on the Aspers, section 10, 404, covering the insurance and the 
definition of an insurable interest. We have had three contracts for 
F-86K’s with the Italian Government. The first contract was for 
50 aircraft, plus spares. Those contracts, as in the case of all Gov- 
ernment contracts, are based upon procurement regulations plus 
memorandums of agreement and bilateral agreements between the 
United States Government and the particular Government of Italy. 

In the bilateral agreement with the Italian Government, the agree- 
ment specifically states that the Italian Government will assume re- 
sponsibility for all property until turned back to the United States 
Government. We have in this case purchased, using 

Mr. Potanp. When you say “turn back,” is this property something 
that has ever been in the hands of the United States Government up 
until this time ? 

Major Sraon. Until it is again released into the custody of the 
United States Government. In other words, we are buying do-it- 
yourself kits, packages of flat stock and parts to make aircraft. 

Mr. Potanp. This is an assembly proposition ? 

Major Srwon. This is an assembly and flight test proposition. 

Mr. Pouanp. It is not initially a production proposition at all? 

Major Stuon. Absolutely. 

Mr. Potanp. As an assembly proposition the United States had 
title to these components ? 

Major Simon. Right, sir. 

Mr. Potanp. And turned them over to the do-it-yourself people 
to assemble them ¢ 

Major Stmon. Right, sir. 

The area between the spare parts and the finished airplane, in our 
interpretation, is a tangible something. It is a tangible dollar value 
that represents production, labor and those associated costs. Those 
inherent costs are insurable responsibilities of the Italian Govern- 
ment. The Italian law specifies that all contractors dealing with them 
must be insured. 

Mr. Fasceti. Excuse me, Major, at this point. What about the 
actual value of the component parts themselves ? 
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I am thinking that you have all of these component parts in the 
factory in the process of assembly. What about fire, flood, and theft? 

Major Simon. We have the normal provisions for acts of God as you 
do in every contract in which the United States Government is 
participating. Those things are no different. The area in which 
we actually delivered is in the report and with your representatives 
and it was that the United States Government is a self-insured. That 
is absolutely true. 

When it comes to the programs we have in the States, based on 
the bilateral agreements and the memorandum of understanding, the 
way the contracts were written and approved by the powers that be 
that were here, the Italian Government holds a subcontractor to an 
insurance requirement. As a result, Fiat did get insurance on the 
aircraft. 

Mr. Fascetzi. This became an element of cost ? 

Major Stmon. This became an element of cost, such as the fuel for 
flight testing and payments of pilots. It is not a cost of manufactur- 
ing, such as your burden and your overhead. It is a direct cost. It is 
a fixed cost that remains the same. 

Mr. Fascett. The point there is that it is a cost that became neces- 
sary by either Government decree, regulation or law. The point is 
whether or not it should have been handled on a negotiating level. 

As you say, it is out of your hands. 

Major Stmon. That isright. That was in 1952-53. 

Mr. FascetL. We were pushing and we did 

Mr. Potanp. That leads me to another question, as to whether, if 
it is not a fact that the Offshore Procurement is designed to stimulate 
production. These contracts were obviously assembly contracts and 
not production contracts at all. 

Major Stmon. Sir, I am taking the academic definition of stimulat- 
ing production. All of our MDAP contracts have a preamble. It is 
to develop the production capabilities and not stimulate production. 

Mr. Poutanp. Do-it-yourself kits come within that area? 

Major Srmon. Absolutely, sir. 

Mr. Fasceri. You are training people and keeping them employed ? 

Major Simon. It is flat stock, rough forgings. They built a fac- 
tory and they built an assembly line. They have electronic-testing 
equipment and they have skilled labor in the aircraft business in Italy. 

Colonel Sarzarvio. They have production cards and on techniques 
they have duplicated the tooling, even going to the English system 
rather than the metric system on their tooling and design. This is 
imparting to Fiat a production capability, a technique and instruc- 
tions, on 2 production base. 

Mr. Fasceii.. And giving it a flavor which is particularly adaptable 
to American needs? 

Major Stwon. That is right, sir, because they have sent many of 
their specialists back to the States for training. Almost all of their 
key people down there are recent graduates of some type of engineering 
school. They have a young personnel capability down there now, 
something that few of the countries have here. 

Mr. Fascetyu. Let me see if I have this thing nailed down here. 

Mr. Blair, this is another one of those things that has to do with 
determining what goes into the cost. Are we talking now about 
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what is going to be done in the future and what do we do about going 
back in the past and reopening this problem ? 

Mr. Buare. Yes. 

Mr. Fascexy. Is that where we are? 

Mr. Buarr. Yes. 

Mr. Fascexy. It is a question of whether or not we are going to do 
either one of those things? 

Mr. Buatr. Right. 

Mr. Fascetu. Is it not their responsibility since they are the con- 
tracting officers at the procurement level ? 

Mr. Buarr. Yes. 

Mr. Fascetu. In this particular case where would the decision be 
made, by the country team generally ? 

Major Stwon. What is the particular question, sir? 

Mr. Fascetxi. The question is, If there is a decision with respect to 
what is an element of cost and what is not, and that goes back to an 
interpretation of bilateral agreements or the agreements between coun- 
a whose responsibility is it in the cases that we were talking about 
here 

Major Srvon. In the case of the F-86-K program, it would be in 
Headquarters, AMC and USAFE. 

Colonel Satzarvuto. You are referring to changing the bilaterals? 

Mr. Fascetu. If that is necessary, to change what is the cost deter- 
mination and also with respect to negotiations on what has gone on 
before with an element of trying to get some kind of a settlement. I 
am trying to find out whose responsibility it is in here to work that 
out. 

Colonel Sauzarvwo. I might say 

Major Simon. At State Department level. 

Mr. Fascetx. That is at the top level, but I am talking about lo- 
cally. It has to start on the ground somewhere. 

Major Srvon. If we knew the objective. I do not have the equa- 
tion that Mr. Blair has on his mind because I do not know what we 
are trying to do, recover $2,000 per aircraft from $22 million, or are 
we trying to make ASPRS applicable to a contract that has been in 
effect and is practically expired? Or, are we trying to justify our 
expenditures as taxpayers to ourselves? 

Mr. Fascett. No; we are trying to operate within the framework 
of the agreements, laws, and regulations, Major. That is all. Your 
interpretation may differ from mine, or the General Accounting 
Office’s, but when you have an actual interpretation as to whether or 
not you are operating within the law, somebody has to settle it. 
Somebody has to settle it despite the fact that the whole operation 
from a military viewpoint is absolutely necessary, desirable, and all 
of that, and is achieving the finest goals in the world. If it happens 
to be in the interpretation of the “policemen,” contrary to the law, we 
had better change the law or get a settlement of some kind; or, do we 
decide at top level that his interpretation is wrong? 

That is all we are saying. We are not taking issue with you and 
your operation. 

General Tuatcuer. I might interpose something here. At the 
time this particular Fiat contract was made I was in Washington 
Headquarters, USAF. The spirit behind it and what motivated 
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everybody to do it was to provide economic and industrial aid and 
create a capability in Italy. It appears to have been lost and the a 
major did not bring it out. This was the spirit at the particular - 
moment. I am sure that the actions that he described here followed P 
that spirit, to try to develop in Fiat—before the war one of the largest P 
companies in the world—an effort to regain its place in the world. " 
It has done that, I think. As regards that spirit and the law, I do = 
not believe they were in conflict at the time. They may be now. It i 
strikes me that that may be so now. If it came to interpreting the * 
bilateral agreements, the responsibility for that is squarely in fe 
USAFE Headquarters, which approves contracts and technical agree- . 
ments. The negotiations are done by the State Department and the " 
technical agreements are done by the military and approved back in “4 
Washngton, which implements for this particular company the coun- 4 
try-to-country negotiations. - 
It strikes me that in this case we are trying to kick that old sleep- i 
ing dog a little bit. He went to sleep with very good intentions and : 
nobody bothered him and here we are kicking up an old dog. I do ; 
not think you would find anything like that going on now. I say 
that without any advice on the subject, either. I do not know. | 
Mr. Potanp. This perhaps could be handled very quickly. : 


There was one other suggestion made by the General Accounting 
Office that during, or prior to, negotiations, you did not have adequate 


cost data and the records you had on what data you did obtain were 
pretty skimpy. 
Do you have anything to say about that ? ; 
Colonel Cuapman. I would like to answer that question. 
What you say is true and we are taking steps to document our files. 
This has been brought out with the other gentlemen and corrective 
action is underway. 


Mr. Potanp. Do you know whether there is any uniformity in that 
kind of corrective action? Does that clear through EUCOM, for ‘ 
example? That is, the nature of procedures? | 
Colonel McCurcuron. No, sir; until about last November until , 
about a month ago, my chief job was Chief of Procurement, Director 
of Procurement and Production. We make our procurement now in | 
accordance with the armed services procurement regulations as they 
are amplified by Air Force procurement instructions, and they are 
only supplemented as necessary with USAFE here. 
Mr. Potanp. You have a bible on it now? 
Colonel McCurcueon. The bible was in existence then, sir. 
Mr. Potanp. The procedures which the colonel tells us about are 
those in accordance with the bible? 
Colonel McCurcHeon. Yes, sir; we invite inspection and we get 
quite a few. 
Colonel Cuapman. It was noncompliance with the bible as opposed 
to their 
Mr. Potanp. That is what I wanted to find out. Thank you very 
much. 
Mr. Fascetx. Mr. Blair, will you tell us about this statutory require- 
ment with joint development assistance accounting ? 
Mr. Buatr. Mr. Chairman, it has been very gratifying to us in the 
European Branch to work with Air Force jointly on their problems, 
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not only in the procurement field but in the supply field, particularly 
in relation to developing more economical and efficient accounting 
procedures. In that connection we have been working with the sup- 
ply people and comptroller people and developing reports jointly 
with them which have had effect, not only here in this area, but world- 
wide on changes in the regulations affecting operations worldwide. 
It may be that the Air Force people would like to comment on it them- 
selves, but we have been working with them, particularly in the area 
of “bookless bookkeeping,” and so on. The UAL study, call it our 
southern report, accounting for items on their unit allowance lists, 
wherein both of us felt that too much attention was being spent on 
accounting for low-cost items. Tremendous strides have been made 
in cutting out the same accounting procedures for salt and pepper 
shakers and screwdrivers that went into more expensive items. In 
respect to country-store operations, it was the joint feeling—the Air 
Force and our office—that they should put more low-cost items under 
control at the store. They may want to amplify that. 

I do want the record to show that we have been accomplishing excel- 
lent results in working with the Air Force in developing improvements 
in their supply procedures. 

Mr. Fasce.u. In other words, preventive maintenance? 

Mr. Buarr. That is right; there is a statutory requirement on us in 
the Budget and Accounting Procedures Act of 1950. 

Mr. Fascetx. We would like to hear from the Air Force on that, 
whatever comment they care to make on this joint effort in accounting. 

General TuHatcuer. Speaking for the Air Force here, and I include 
in my remarks AMFEA, I think we have enjoyed extremely fine 
relations. Last year we were in a bind in one particular area, which 
had to do with housing requirements, and were it not for that office 
I think we would have wound up in jail. They told us how to keep 
out of jail and we worked so smoothly and finely together that I am 
glad they are here. We are not bitter at all because we are jacked up 
occasionally. 

Mr. Fascety. We are very interested in this because we realize it is a 
double function for the General Accounting Office and we are pri- 
marily responsible in the legislative field for that jurisdiction. That 
is the reason we are interested in determining its operation in this 
preventive maintenance-type function. You say it is working and 
we are extremely well pleased because we feel that it would be a direct 
contribution to the efficiency and economy. 

General THatcuer. We work in complete harmony on this thing 
together, both in the corrective measures and in research and what they 
do in the future. 

Mr. Fasceti. Even though you may have reasonable differences 
of opinion at times? 

General THatcHer. We are motivated, of course, by the effectiveness 
of forces completely. 

Mr. Fascetz. I understand that. 

General THatcuer. Sometimes it is necessary to have this man over 
your shoulder saying, “No, no; that is not the way to do it.” 

Mr. Fascety.. You have a prime g goal and I think that is the view- 
point of keeping that out there as a prime goal, which is a good idea. 
The rest of the stuff is important, but it is secondary. We recognize 
that. 
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Are there any other questions ? 


Mr. Buckiey. Mr. Chairman, I have a few questions I would like st 
to ask for the record. wi 

Mr. Fascetu. Do they deal with the procurement phase? f 

Mr. Buckxtey. Theydo. They doina sense ofthe word. oti 

When a contractor is selected to provide the services, is it my under- th 
standing that that is AMC’s primary responsibility? Do they actu- i 
ally select the contractor, or is that recommendation made through hi 
this command ? yrs 

Colonel McCutrcueon. No sir; for the procurement that we make, a 
we select our contractors. pr 

Mr. Bucktey. You select your contractors. Then I would presume, 
in selecting your contractor, you go very closely into the background a 
of the entire concern and that includes ownership and operation of a 
that business? I 

Mr. Fasceri. You mean from the standpoint of determining ob 
whether or not it is a governmental operation or aoe operation ? 

Mr. Bucxtey. Yes; or possibly even with ownership outside of that 
country. 

Colonel Cuapman. Yes, sir. We require a facilities advisory re- th 
port which the country teams make up regarding the propriety of w 
the procurement from a security standpoint. 

Is that the answer to your question ? ti 

Mr. Bucstey. Basically it winds up as this: In this selection deter- : 
mination, in reviewing the various proprietors of the business, is it ‘ 
always determined that there is no individual ownership on the part ’ 
of that government that is providing the service through a company, ot 


or, let us say, possibly the United States investor ? 

Colonel McCurcueon. No, sir; it is not determined. We go as far & 
as we can to determine ownership and we would like to know the 
complete ownership of some of the companies that we are doing busi- 


ness with over here. P 
Mr. Bucxuey. If I am correct, I believe the general mentioned a 
while ago that this type of program is economic and industrial aid. ” 


As such, if there were some government ownership or some United 
States ownership, some individual within the United States who had 


his money invested in this firm, would it then provide the economic e 
and industrial aid that you are seeking ? P 
Colonel McCurcueon. It would appear to me that a contractor : 


in Italy who hires a few thousand direct workers, that would not be 


working otherwise and they spend their money to buy the things & 
that they live with, that would provide some economic aid to that . 
country. I am not a student of economics to the extent that you are, > 
but it would appear a reasonable assumption. 

Mr. Bucxiey. Do you know of any United States citizens who tl 


have ownership in any of these contracting firms that we are talking 
about, or any of them here that are within your command? j 
Colonel McCurcueon. Yes, sir; we have Republic Aviation Inter- * 
national and Curtiss-Wright, Europa. 
Mr. Bucktey. Are there any others ? 
Colonel McCurcueon. I do not know, sir. ° 
Mr. Fascetx. Colonel, let me ask a question at this point. You t 
said you would like to know about these ownerships as much as any- . 
body. What is the problem about your knowing? 
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Colonel McCurcueron. I do not know how to determine the exact 
stock ownership of a company. 

Mr. Fascetu. In other words, you cannot get the information to 
satisfy yourself? 

Colonel McCurcueon. I have never made a project of it until a 
statement was made in the paper recently. We get certificates from 
these companies of who the president is, and so forth, but there was 
an article in the newspapers recently—I think it came from a pretty 
high level—that there was a question of ownership of some companies 
over here. I asked the official of one company here—I heard that this 
company was a Government corporation—the name of the president 
of the company, and one of the chief officials said “No.” 

Mr. Fasceti. What responsibility do you envision under an agree- 
ment that says that a government shall make no profit? What re- 
sponsibility do you envision on yourself as chief of procurement? 

Colonel McCurcueon. I envision a responsibility when we sign a 
contract with that government. 

Mr. Fascenn. And they are responsible for keeping their word 

Colonel McCutcueon. Yes, sir. 

Mr. Fascetzi. You do not see any responsibility at the time you let 
the contract of determining whether or not they are going to keep their 
word ? 

Colonel McCurcnron. Let me see. I have not been a party to let- 
ting any contracts of that nature that were not already established on 
a continuing contract ; yes, sir. I would feel a responsibility in trying 
to determine that. 

Mr. Fascex. If it were obvious and clear. Let me see if I under- 
stood you right. If it is obvious and clear that you are dealing with a 
government corporation and if it is obvious and clear that they are 
going to make a profit, you would not deal with them ? 

Colonel McCurcnueron. As a citizen of the United States and a tax- 
payer, I would not want to deal with them until we straightened it out. 

Mr. Fasceti. This is not always the case. In other words, you can- 
not always tell at the contracting level ? 

Colonel McCurcueon. It is very difficult to determine; yes, sir. 

Mr. Fasceti. Then what you are saying is that you make the best 
effort possible, consistent with getting the procurement, and if any 
problem arises, that is a problem for 1 negotiation at a country level, 
because you have the basic agreement to fall back on ? 

Colonel McCurcueon, | would like to reiterate that on all of these 
government-to-government contracts we deal with the country team, 
and we get clearance from the country team stationed there on these 
contracts. That is, on a government- to- -government contract. 

Mr. Fascetn, You say you get clearance from the country team on 
the government-to-government contracts ? 

Colonel McCurcueon, Yes, sir; for any company in there. 

Mr. Fascetit. Any company in the country where the procurement 
is to be performed? 

Colonel McCutcneon. Yes, sir. 

Mr. Fasceti. What you are telling me now is that there is no re- 
sponsibility on the contracting officer at all to make a determination as 
to whether or not there is any conflict with respect to the procurement 
and the bilateral agreement? 





EEE LTE i 


314 GENERAL ACCOUNTING OFFICE IN EUROPE 
Colonel Sarzarvuio. We have operated in this fashion, sir: Where . 
the contract reads, “With Her Majesty’s Government in England or sia 
the Republic of Italy or France” we there determine whether a gov- i 
ernment-to-government type contract is involved. a 
Mr. Fascett. Without regard as to whether it goes to a corporation i 
or not? , 
Colonel Satzarvio. It may be subcontracted to a corporation. . e 
Where we award a contract to a corporation, we have not gone into di 
making a final determination as to whether or not this company is F 
partially, or to what extent, a corporation which may be owned by ) 
the government concerned. ss 
Mr. Fasceti. That is what I am getting at at this point. Is there a 
any responsibility as a matter of directive, regulation or law on the ) 
procurement officer? ( 
Colonel Sauzaruto. No, sir. ’ 
Mr. Fascetyu. That is the important thing to establish because we 7 
are getting into this whole problem now and somebody is going back ai 
and decide. S 7 
Colonel Sauzarvto. There is a very real problem. One example is fo1 
an air firm down in Naples, Italy. It is a corporation and we have all the 
the back-up material as to its incorporation. There is a question of Ht 
whether or not this is government owned. 
Mr. Fascetn. The main point we are getting at is to make sure that ons 
we understand, and everybody does, as well as to make sure that the ates 
record is clear, that there is no responsibility on the contracting officer os 
in the first instance ? P ' 
Colonel Satzaruio. None that I know of. ) 
Mr. Potanv. Would you feel that you had any responsibility in 1 
such contracts to insert a clause which would provide that no part of , 
the profits of the contract should in any way go to the government ? inl 
Colonel Satzaruto. I see no reason why. 
Colonel Cuapman. That could be done very easily in normal gov- ( 
ernment-to-government contract language. me 
Mr. Potanp. You do not always know this in advance? 
Colonel Satzarvuto. Our bilateral agreements spell out that there ( 
shall be no profits to the government. We could always fall back on : 
this if it were determined subsequently and we would expect the State teal 
Department to go back through government-to-government channels 7 
and recoup any funds made that way. hes 
Mr. Potanp. Contracts are made pursuant to the bilateral agree- om 
ments? Its 
Colonel Satzaruto. Yes, sir. " 
Mr. Potanp. My suggestion is to include in the contract itself a ee 
recognition of that fact in the nature of an agreement between the 
contracting parties that the money would not go that way. TI 


Colonel CHarman. I would like to make one point clear here. 
When we negotiate a contract, the contracting officer has many means om 
at his disposal to find out a great deal about the contractor. He has a oi 
facility capability report which is submitted to tell him the financial a 


capability and the production capacity and so on. ” 
Mr. Micuet. Prepared by whom? tri 
Colonel Cuarman. That is prepared by the field offices in this area, aa 


the Air Force procurement field offices. We have the capability of 
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using the Auditor General’s Office for any delving into any company’s 
background, history, or to determine their financial capability. We 
have a couple of areas in that right now. It is not that we go into 
these things with a blindfold on, because we very seldom do. We take 
a look at these « -ompanies pretty closely. 

Mr. Potanp. It seems to me that on such a contract we would make 
it easier for subsequent settlement to withhold and keep it out of 
diplomatic channels. 

Colonel Cuarman. It could have been done. 

Mr. Micuet. What is the total number of OSP contracts let by your 
command? Could you hazard a guess? 

Colonel Sauzaruto. Active contracts ? 

Mr. Micue.. Let us say the total from 1950. 

Colonel Satzarvo. 80 active contracts at the present time. 

Mr. Micuet. The largest of which amounts to what in dollars? 

Major Srwon. Our contracts fall in three areas of government-to- 
government contracts. That is, the larger ones. There is one that 
we are just completing of $140 million. We have completed several 
for $22 million. We have closed out action on $64 million, and in 
the United Kingdom program the plan K—1—A, the one with the Hawk 
Hunters, is approximately $140 million. 

In the government-to-government contracts we are not only taking 
care of maintenance, but in our programs we had about $505 million, 
and a year ago July we had about $393 million. As of now we have 
probably $303 million left on contracts. 

Mr. Micuet. That is all. 

Mr. Fasceti. Are there any other questions? 

Mr. Bucktey. I just want to clear one point. 

These are selective contracts? They are not bid on a competitive 
basis ? 

Major Stmon. That is true. 

Colonel Coapman. Which do you mean, the government-to-govern- 
ment contracts ? 

Mr. Bucktey. No; the individual contracts with firms. 

Colonel Sauzarvio. These 80 contracts you are referring to? 

Mr. Bucktey. Let us put it on the Fiat basis; on that contract, for 
instance. 

Major Sruon. In that area, we have 17 active contracts on the Fiat 
basis. In other words, we have those with the Italian Government 
contract. That is a sole source contract. That is right with the 
Italian Government and we have one facility in Europe which has a 
production capability of taking care of F-86-K aircraft. We have 
another capability established for the F-84-G spares. 

Then we have Fiat, the United Kingdom, and Marcel DeSault. 
They are all preselected sources. 

Where we have an expenditure of dollars to establish a facility, we 
have continuing contracts of new requirements placed back on "the 

same facility. You would not go out and establish another facility 
to do the same thing. 

Mr. Buckiey. Where the United States investors are in these coun- 
tries concerned, are they then let on a competitive basis or often let on 
a selective basis? 
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Colonel Satzarvuio. I am not sure what you mean by that. If you 

are referring to the RAI and CWE, those two sources, let me say 

that basically this is a 100-percent subcontract for both of these facili- 

ties. The subcontracts are scattered throughout Europe. They do 

100 percent. 
Mr. Fascett. We have no control over the subcontract ? 
Colonel Satzaruto. Yes, sir; we approve every subcontract. 
Mr. Fascetx. That is an important point. ( 
Colonel Sauzaruto. I cannot say right now what the amount of 

money was that went into the facility tools themselves, but every new 

requirement that comes along for F-84 spare parts 
Mr. Fascetzt. Once you establish a facility you try to keep using 

it and try to get the maximum efficiency and use out of it even though 

you cannot be competitive against yourself? 
Colonel Satzaruo. Yes. St 
Colonel McCurcueron. On our IRAN and engine contracts we are 

competitive. We are out now on a certain airplane soliciting com- 

petitive bids and unless for some reason, in the past a source has not 

been established to overhaul J—65 engines, we do not go and establish 

another. fe 
Otherwise, unless one of those previous sources has been established F 

we go competitive. 
Mr. Fasceti. Then, too, as further use is made of the facilities, it 





then puts us in no position of becoming competitive. Until that hap- * 
pens you have to be selective in your source of procurement. That " 
is all very obvious. — 


I believe that completes all of the major things we were interested 
in, General. 


We appreciate the fact that everybody who has been presented has ti 
been very explicit and very clear in his presentation and knowledge ti 
of his subject. 

It has helped immeasurably in the study of this and we appreciate S 
it very much. Ss 

General THatcuer. We appreciate your remarks very much, and of 
we are happy to have had you here. It spurs us on. 

I regret that the command is so complex that one man could not Mh 
answer all of your questions. x 

Mr. Fascetx. I can understand that, after having looked at the 
charts and figures put before us. My head is buzzing, and I am 5 
not sure which command I am in, but I can understand that no one . 
man would be expected to do it all. s 


With that, we will adjourn the meeting. 
(Thereupon, the hearing was adjourned at 6:05 p.m.) 
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(A Review of GAO Aetivities in Connection With Certain 
Federal Expenditures, Procurement, and Inventory Prac- 
tiees) 


THURSDAY, SEPTEMBER 12, 1957 


Hovse or REPRESENTATIVES, 
SUBCOMMITTEE ON Executive anpD LeGisLatTive REeorGANI- 
ZATION, OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
USAREUR, Heidelberg, Germany. 

The subcommittee met at 10:30 a. m., Command Building, con- 
ference room, USAREUR, Heidelberg, Germany, Hon. Dante B. 
Fascell (acting chairman) presiding. 

Present: Representatives Harden, Michel, and May. 

Also present: Christine Ray Davis, staff director; Orville S. 
Poland, general counsel; Orville J. Montgomery, associate counsel ; 
John W. McGarry, assistant counsel; John R. Buckley, staff member ; 
and John P. Carlson, minority counsel. 

Mr. Fasce.u. ‘The meeting will come to order. 

This is a meeting of the Subcommittee on Executive and Legisla- 
tive Reorganization of the House Committee on Government Opera- 
tions. 

We want to express our appreciation, General, for the very fine 
orientation on organization and missions of Headquarters, United 
States Army, Europe. It has given us all a very clear, concise picture 
of your responsibility and operations. 

We might as well get this in the record, too. I am very pleased that 
you are organized to get right into the specific problems in which this 
subcimmittee is interested. 

With that, if you would identify yourself for the record, you can 
go right ahead. 


STATEMENT OF COL. R. M. BYNUM, JR., CHIEF, PROCUREMENT 
BRANCH, G-4, USAREUR, HEIDELBERG, GERMANY 


Colonel Bynum. Gentlemen, I am Colonel Bynum, Chief, Procure- 
ment Branch, Office of the Assistant Chief of Staff, G4 (Logistics), 
United States Army, Europe. 

We welcome the oportunity to present to you the procurement 
operations of the United States Army in Europe, to include: 

a. Something of the procurement mission. 

b. Procurement publications, and a brief mention of governmental 
agreements which affect procurement. 

ce. The USAREUR organization and responsibilities for procure- 
ment. 
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d. The sources of requirements, and 
e. The scope of our ra effort in fiscal year 1957, expressed 


in Rg volumes, and broad categories of supplies and services pro- a 

cured. 
As used throughout my remarks, the term “procurement” means k 

acquisition by purchase. 
The USAREUR procurement mission is twofold, that is, first, pro- ti 

curement in support of United States military forces in Europe, 

and, second, procurement of assigned portions of military assistance b 

programs. n 
a. Procurement in support of United States military forces is simply t 

a supplementation of the Army supply system to provide from local u 

sources those necessary supplies and services which can be furnished 

more economically and expeditiously through procurement here than o 


by shipment from the United States. 
b. Procurement in support of military-assistance programs is essen- 


tially a procurement service for which USAREUR is responsible, but Cc 

in which USAREUR has no responsibility for determining either I 

what is to be procured or to which country resulting supplies are to be 

consigned. 
Mr. Fascety. Excuse me; will you give us that again ? & 
Colonel Bynum. This is on the military assistance ? 
Mr. Fascetu. Right. . 
Colonel Bynum. Procurement in support of military-assistance 

programs is essentially a procurement service for which USAREUR 

is responsible, but in which USAREUR has no responsibility for ’ 

determining either what is to be procured or to which country result- 

ing supplies are to be consigned. ' 
Mr. Fascetz. Thank you. 
Colonel Bynum. Not at all, sir. , 
4. Procurement publications. 
a. ASPR and APP are applicable to our procurement; however, 


both are directed primarily toward procurement within the United 
States. To provide necessary guidance to operating agencies and 
individual contracting officers for accomplishment of procurement in 
Europe, it has been necessary to further expand and amplify Depart- 
ment of Defense and Department of the Army regulations to cover 
problems arising from the differing laws and business methods in 
Europe. 
b. Procurement by the Army in Europe is affected by the provisions , 
and authorities contained in governmental level agreements between 
the United States and various countries in Europe and the Middle 
East. These agreements are also published by USAREUR for the 
guidance of operating agencies. The types, purpose, and nature of 
these agreements are as follows: 
(1) Line of communication (LOC) agreement with France. 
This agreement, negotiated in 1950 and now being renegotiated, 
embodies the conditions for obtaining in France the supplies, services, 
and facilities necessary for establishment and operation of a line of 
communication across France to support United States Army forces 
in Germany. The salient feature of the agreement affecting procure- 
ment is that procurement of all requirements must be effected indi- 
rectly, that is, through agencies of the French Government, except : 
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(a) Contracts for supplies and services for less than $10,000; how- 
ever, certain service contracts, such as laundry, stevedoring, cold stor- 
age, rail, communications, must be placed through agencies of the 
French Government regardless of amount or value. 

Mr. Fascetx. What is the salient feature that is under renegotia- 
tion, if we can talk about that ? 

Colonel Bynum. The LOC agreements have been under discussion 
between EUCOM and the French Government and the State Depart- 
ment in Paris for some time. The present agreements have been ex- 
tended from time to time to remain in effect pending an agreement 
upon the complete revision of those now in effect. 

Mr. Fasceti. This present negotiation deals with complete revision 
of the LOC agreements? 

Colonel Bynum. Insofar as it pertains to procurement. 

Mr. Potanp. This provision about procurement through the agen- 
cies of the French Government ; does that apply to procurement within 
France? 

Colonel Bynum. Within France; yes, sir. 

Mr. Potanp. Does it extend to procurement of items procured out- 
side of France but which are warehoused in France ? 

Colonel Bynum. That is a point of controversy, but we contend it 
does not. 

Mr. Fascert. What was that answer ? 

Colonel Bynum. That is a controversial point which, we contend, 
does not apply. 

Mr. Fascety. This is one of the salient features that is involved in 
renegotiation ? 

Colonel Bynum. That is absolutely true. You will recall I was 
making exceptions to the LOC procurement agreement. The second 
exception is that construction contracts under $50,000 not be placed 
through French agencies in France. 

Mr. Fascetu. One other question: What happens if we are trying 
to renegotiate this problem and we keep on negotiating for 2 or 3 
years? Isthe old agreement extended by agreement ? 

Colonel Bynum. Yes, sir. 

Mr. Fasceii. We are operating under the old agreement? 

Colonel Bynum. Yes, sir. 

Mr. Fascett. Does the old agreement provide government-to- 
government purchasing? That is, in cases of equipment, I mean, ma- 
terial procured outside of France but stored in France ? 

Colonel Bynum. No, sir. As I said before, we say it does not. The 
French, on occasion, say it does. 

Mr. Fasceti. A new agreement would clarify any doubts as to the 
interpretation ? 

Colonel Bynum. Yes. 

Mr. Fascett. We hope. Continued procurement. under the old 
agreement is subject to various interpretations and 

Colonel Bynum. We are continuing to procure under our interpre- 
tation. We do not have to go through the French governmental agen- 
cies for procurement of things, even though they be stored in France, 
if they are purchased outside of France. Actually, Mr. Fascell, our 
position is that the agreement that we call the LOC agreement in 
procurement was designed to apply to the acquisition of things re- 
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quired for the maintenance and establishment of this LOC in France. tl 
It is not to apply for those things which we purchased for the entire a 


command. Are there any further questions? 
Mr. Monvrcomery. Mr. Chairman, on the first exception that was 
mentioned, did I understand correctly, construction under $50,000? 


Colonel Bynum. That was the second exception; yes, sir. ce 
Mr. Montcomery. The second exception to the LOC agreement ? 

Colonel Bynum. Yes, sir. S} 
Mr. Montcomery. Is that a matter of separate agreement ? al 


Colonel Bynum. That is the procurement portion of the LOC 
agreement which is in effect separately. 
Mr. Fascett. You are still discussing exceptions to all procurement 


by the French Government ? 1 
Colonel Bynum. Yes, sir; that is correct. That just about covers 

those that I have named. c 
(6) Construction contracts under $50,000. t 


The role of the French governmental agencies through which we 
procure is essentially that of a prime contractor. 
(2) Offshore procurement memorandums of understanding with 
France, United Kingdom, Italy, Norway, Belgium, Denmark, Neth- 
erlands, Spain, Yugoslavia, Greece, Turkey, and Luxembourg. In 
brief, these agreements set forth procedures, contract forms, and ¥ 
clauses which govern contracting between the United States and the 
government of the country concerned. 
Mr. Fascett. Are these memorandums entered into at different 


times or was this one overall ? 2 
Colonel Bynum. They were entered into with the different countries . 

at different times. P 
Mr. Fascett. In each case they provide for government-to-govern- 

ment contracts ? 


Colonel Bynum. Yes, sir. That is correct and prescribed the pro- 
cedure and forms for that. 


(3) Tax relief—tax agreements—with Italy, Norway, Portugal, c 
United Kingdom, Iceland, Netherlands, Belgium, Luxembourg, Den- ; 
mark, France, Greece, Yugoslavia, Spain, Turkey, and West Ger- y 
many. In general-these agreements establish the principle of exemp- ' 
tion from taxation and customs duties on purchases made by the 
United States within that country when such purchases are for the : 
common defense. The agreements also provide procedures for ob- 7 
taining agreed tax exemptions. ; 

Mr. Fascett. Excuse me. That is the first time I ever heard that. 

Mr. Buatr. That is correct, Mr. Chairman. In other words, in 
addition to these tax agreements with the countries, you have a tax . 
clause in the contracts, too, that has been necessary to proceed for 


tax recovery. 
Mr. Fascet1. I understood the colonel to say that the tax agree- 
ments on a country-to-country basis provided for the procedures by 


which the taxes were to be recouped. Is that correct? 
Colonel Bynum. That is correct. 
Mr. Buatr. They set up the procedures and the means by which the 

procedures can be established and are established. é 


Mr. Fascetx. There is no point to — him with there, but I 
am going to have to get squared away with what the problem was 


an on 
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then with respect to tax exemptions, if in the agreement we have 
already provided a procedure by which the taxes are to be recouped. 

Mr. Buarr. It is not basically a procedural problem. 

Mr. Fascexu. A question of policy then ? 

Mr. Tyree. At this time it is primarily a question of enforcing the 
collection from the contractors. 

Mr. Fascetx. In other words, we have a situation where there is a 
specific agreement on the point which provides a procedure to do it, 
and now it is a question of following up to do it? 

Mr. Tyree. Yes, sir. 

Mr. Fascetu. I just wanted to get my own mind straight on that. 

Mr. Potanp. May I ask one question with respect to the no-profits 
matter ? 

Those bilateral agreements, I understood you to say, contained 
clauses governing the question, but these are for contracts government 
to government ? 

Colonel Bynum. That, I did not say. 

Mr. Potanp. Would you tell us what you did say then? 

Colonel Bynum. On the tax relief? 

Mr. Potanp. No; I am back on the no-profits question. 

Colonel Bynum. Iam sorry, sir. The offshore procurement memo- 
randum of understanding, that was the area ? 

Mr. Potanp. That is right. 

Colonel Bynum. That is for government-to-government contracts. 

Mr. Potanp. Then the next question would be, in the event that you 
are dealing with what purports to be a private company, with an 
undisclosed government instrumentality, hone are you going to be 
protected on the no-profits clause ? 

Colonel Bynum. An undisclosed agency of the government with 
which we have a memorandum of understanding ? 

Mr. Potanp. That is right. 

Colonel Bynum. It is very difficult to detect sometimes. If we do 
detect relations between the contractor and the government as one 
which makes it essentially an agency of the government, then we feel 
and do impose or attempt to impose all of the benefits that we are 
entitled to under the agreement. 

Mr. Poranp. Is there any reason why the contract clauses which are 
outlined in the bilateral agreement could not be included universally 
in such contracts so that the private contractor, when he enters into 
it, would be bound by the same kind of a clause ? 

Colonel Bynum. We have a clause that is placed in such contracts 
with nongovernmental agencies that we are entitled to, and shall re- 
ceive, any benefits accruing to the United States from the agreements 
we have with that country. 

Mr. Potanp. I guess that boxes the compass. 

Colonel Bynum. All right. 

Mr. Fascetu. Is that interpreted to mean whether they exist at the 
time, or whether they should occur in the future by reason of a change 
in the relationship of the corporation with whom the contract was let ? 

Colonel Bynum. Change in the relation of the contractor with the 
government ? 

Mr. Fascetu. Right. In other words, you might start out and let 
a contract with an outfit that is half private and half government 
and by the time you get through you suddenly find it is all government. 
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Colonel Bynum. I believe our policy protects us there. 

Mr. Fascrut. I think it does, too. In other words, you have a 
memorandum of understanding with the government. That is the t 
mainthing. That gives the legal protection ¢ 

Colonel Bynum. Definitely. 

Mr. Fascetu. The rest of it becomes a question of fact, to identify 
whether it is governmental or nongovernmental. We are interested 
in where that should be done. Should it be done then or 5 years after ¥ 
the money is gone? That is our problem. I do not know specifically 
that it is a procurement problem, but we want to resolve it somewhere 
before we get through. 

Colonel Bynum. We do attempt at the time of contract negotia- 
tions to establish the identity of the contractor. If there be relations 
with the government, that may make it a quasi or otherwise related to P 
the government. It is taken into consideration. 


Mr. Fascet. Is there any responsibility on the procurement level st 
by regulation or otherwise to determine the nature of the contractor ? ol 
Colonel Bynum. In relation to his government ? I 


Mr. Fascetu. Right. 

Colonel Bynum. Yes, sir. 
Mr. Fascetn. What is that regulation? Can you give it to us? gi 
Colonel Bynum. I am afraid I cannot give it you off the cuff. 


Mr. Fasceiy. Could we get it later for the record? We have been ch 
talking about this thing now for some time but we have never nailed it Co 
down. m 

Colonel Bynum. All right, sir. O 

Mr. Fascetz. If you could get that for us at a later time, we would lo 
appreciate it so we could have it in the record. We would like to see 
what it is that we are trying to determine in the various areas of re- m 
sponsibility and in this whole thing from the bottom to the top. We my 
would like to have that. ce. 

Colonel Bynum. Yes, sir. Te 

(The material furnished is classified “confidential” and is retained gC 


in the subcommittee files.) 
Colonel Bynum. (4) Patent interchange agreements with Belgium, ; 
Netherlands, Italy, Norway, United Kingdom, West Germany, ni 


Greece, and France. These agreements set forth policies and princi- i 
ples with respect to patent rights and the interchange of technical 19 
information. Generally the United States is exempted from pay- & 
ment of certain patent royalties with particular respect to patents Cl 
held by the government of the country concerned. Prescribed con- cs 


tract clauses reflect the provisions of these agreements. 
Mr. Fascett. Colonel, is that by virtue of the same patent inter- 
change agreements ¢ ag 


Colonel Bynum. That is correct; yes, sir. We have prescribed con- we 
tract clauses which reflect the provisions of these agreements which 
are incorporated in our contracts. th: 

Mr. Fascexz. At this point, do you have a format, a guide, a regu- wi: 
lation, or a directive or policy which sets out the procedures for 
this ? _ 

Colonel Bynum. Each is a separate one with a separate country but 
we do have a published guide. 
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Mr. Fasceti. Could we have those made available to the commit- 
tee, those dealing with these three classes of contracts specifically ? 
That is, OSP, tax agreements, and patent interchange 4 

Colonel Bynum. Yes,sir. We will furnish those. 

(The material furnished is included in the appendix as exhibit 2.) 

Colonel Bynum. Are there any further questions on the agreements 
we have with the several countries ¢ 

I will then give you something of the reorganization and respon- 
sibilities for procurement in USAREUR. 

5. The USAREUR organization and responsibilities for procure- 
ment. 

a. Headquarters USAREUR established procurement policies and 
procedures as necessary to complement ASPR and APP and exer- 
cises general staff supervision over the procurement operations of the 
subordinate commands. This chart reflects the principal parts of our 
organizational structure. 

b. Before discussing the USAREUR organization for procurement, 
I should like to separate procurement into two broad categories : 

(1) Local procurement—defined as procurement affected by an or- 
ganization in support of itself, its mission, and those units for whose 
logistical support it may be direct responsible. Looking now at the 
chart, all organizations on the bottom line (area commands) are 
concerned primarily with local procurement. In addition procure- 
ment effected by Central Purchasing Branch, ADSEC, BASEC, and 
Orleans Installation of COMZ, in the upper center block, is principally 
local procurement by our definition. 

(2) The second broad category of procurement is central procure- 
ment—defined for our purposes as procurement to meet the require- 
ments of the entire command or major elements of the command, for 
certain supplies or services. Procurement effected by the COMZ 
Technical Service procurement centers falls primarily in this cate- 
gory as does procurement of the supplies and services effected by the 
USAREUR Engineer and Signal Divisions, as shown on the chart. 

c. Again referring to the upper right block on the chart, the Tech- 
nical Service procurement centers shown were assigned directly to 
Headquarters USAREUR during fiscal year 1957. Effective July 1, 
1957, as one step in a major reorganization of the USAREUR logisti- 
cal structure, assignment of these procurement centers to Headquarters 
COMZ was completed, without chicas in their geographic locations. 

Mr. Fascetx. At this point, I think I need to ask a question here 
to clear up something. 

With respect to the responsibility of this command under the three 
agreements, is this procurement under Military Assistance? Or, are 
we talking about strictly Army Materiel ? 

Colonel Bynum. These are government-to-government agreements 
that affect procurement by any United States governmental agency, 
whether it be—— 

Mr: Fascetu. As far as the procurement responsibility of this com- 
mand is concerned, we are talking about Army Materiel only? 

Colonel Bynum. That is correct. 

Mr. Fascety. I wanted to be sure that that was my correct under- 
standing of it. 
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Colonel Bynum. There are some things for which we have the single e 
service purchase responsibility and could buy for the Air Force or f 
Navy, as well as for the Army. 

Mr. Fascetz. Is it very difficult to identify those single service a 
items? Youare talking about OSP now? ( 

Colonel Bynum. I am talking about purchases offshore; yes, sir. e 


For example, we buy coal for the Air Force over here. Of course, the r 
Navy has it back home but over here we buy it. We buy subsistence 
for the Air Force and furniture; 2 or 3 other things of that kind. 





Mr. Fascrett. Could we—before we leave this point and if you do \ 
not have it at this time—could we get into the record those items of 
offshore procurement for which the Army is the single manager ? t 
Colonel Bynum. Yes; not in a sense of distribution but for pur- 
chase only. t 
Mr. Fascetu. That is what I meant. Thank you for correcting me. 1 
Colonel Bynum. Right. 
(The material furnished is included in the appendix as exhibit 3.) ] 
Colonel Bynum. As I said before, these procurement centers were ¢ 
assigned to the Communications Zone effective the 1st of July 1957. 
d. Certain procurement activities of the USAREUR engineer and ‘ 
signal officer were retained at Headquarters, USAREUR for control ; 


purposes or because the nature of the activity was such that transfer 

to COMZ was not considered desirable. ’ 
6. Size, scope, and nature of procurement effected in fiscal year 

1957. 

a. Our reports for fiscal year 1957 for the entire command show 
approximately $265 million obligated in 117,000 procurement actions 
(of which over 70 percent were for less than $1,000). This chart 
shows the purposes for which these funds were obligated. 

b. Of the total, $43 million represents contracts for military- 
assistance programs. Local procurement, as previously defined, ac- 
counted for $100 million. As shown on the leat this procurement 
was accomplished by the area commands in Germany and COMZ 
activities in France, for services, supplies, construction, and real- 
estate rentals. 

c. The $122 million in central procurement by the Technical Serv- 
ice procurement centers consists principally of $52 million by the 
QM for fresh fruits and vegetables for troop issue, all types subsist- 
ence for commissary resale, equipment, repair, and maintenance; $41 
million by the Engineer, primarily for coal for heating purposes, 
lumber, and construction; $20 million by Signal for telecommunica- 
tion service and supplies; and $8 million by Ordnance, primarily for 
vehicle rebuild and maintenance services. 

d. Of the total $222 million procurement effected in support of the 
command, approximately $56 million represents deutschemarks con- 
tributed by the Federal Republic of Germany. 

7. Source of requirements. 

a. Requirements for Central Procurement, while generated by tac- 
tical and administrative elements of the command, are normally de- 
veloped and consolidated by the technical service supply control 
centers and, as appropriate. forwarded to CONUS depots for supply 
action, or to the USAREUR procurement centers for procurement 
action. Minor, specialized requirements, such as foreign weapons, 





GENERAL ACCOUNTING OFFICE IN EUROPE 325 


etc., may be generated by the military departments in CONUS and 
forwarded for procurement by USAREUR. 

b. Requirements for local procurement are normally generated by 
and within supported elements of the particular area command or 
COMZ organization, consolidated by the pertinent accountable prop- 
erty officer and forwarded to the local procurement office for procure- 
ment action. 

8. Methods of contracting. 

a. In our procurement, fixed-price, fixed-quantity contracts are 
used to the greatest extent practicable. 

b. Open-end and call-type contracting is encouraged, and both 
types of contracts are in wide use in the command. 

ce. Since a high percentage of local procurement actions falls within 
the small-purchase area, USAREUR places major emphasis on the 
use of authorized simplified purchase procedures. 

d. Procurement with deutschemarks made available by the Federal 
Republic of Germany is accomplished in accordance with procedures 
developed in conjunction with agencies of the Federal Republic dur- 
ing the period of occupation. ‘This procurement is accomplished in 
general conformance with the principles and policies set forth in 
ASPR and APP. 

Gentlemen, that about concludes my written notes and I will be 
pleased to try to answer any questions that you have. 

Mr. Fascett. Any questions, Mrs. Harden ? 

Mrs. Harpen. No questions at this time. 

Mr. Fascetn. Mr. Michel ? 

Mr. Micnen. No questions. 

Mr. Fascetu. Mr. May ? 

Mr. May. No questions. 

Mr. Potanp. I have one question which occurs to me, Colonel. This 
is a purchasing job of pretty big magnitude, $122 million. Purchas- 
ing agents of that kind have a pretty big job. 

‘How do you train? Do you have provisions for training your pro- 
curement officer? Do they goto school ? 

Colonel Bynum. Yes, sir. I am sure that you are aware of the ex- 
cellent Procurement Training School at Fort Lee, Va. 

I would hope, and I would like to say, that every procurement officer 
in Europe has been to it but that is not quite the case. So, in order 
ta take care of the deficiencies in training of those who become engaged 
in procurement here, we have our own U SAREUR Procurement C orps 
at Lengreis. This is about a 4 weeks’ course in which we attempt to 
indoctrinate those either engaged, or about to become engaged, in pro- 
curement with the basic philosophy of the regulations and the methods 
employed in Europe. 

Mr. Potanp. How long is the course back in Virginia? How ex- 
tensive is the course ? 

Colonel Bynum. Four weeks here. 

Mr. Poxtanp. In Virginia as well as here? Fort Lee is a 2 months 
course ? 

Colonel Bynum. Two months’ course. 

Mr. Fasceti. Any other questions. 

Mr. Montéomery. Colonel, in connection with your procurement 
in France through the facilities of the French agencies, have you ex- 
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‘ 
perienced any problems arising out of conflicts between the procure- the 
ment laws of that country and the procurement laws of our own aa 
country ? the 

For instance, is the disputes clause included in our procurement bi, 
contracts there pertinent ? 

Colonel Bynum. Actually, what we issue to the French Government aa 
is a form we call the 101. That incorporates the provisions of our Un 
regulations that we are required to include in contracts, including the ae 
disputes clause. wi 

Mr. Monteomery. Does it include substantially all of the standard | 
contract clauses used in the United States ? oil 

Colonel Bynum. Yes. | 

Mr. Monteomery. Have you experienced any difficulty in the en- T 
forcement of any of those clauses ? 

Colonel Bynum. Frankly, I do not have a recollection personally of eff 
any particular difficulty in enforcing the provisions of those clauses. th 
However, I am not immediately in touch with the problems on that and ex 
I could not give you a fully, definitive answer. to 

Mr. Monrecomery. From what you say, this would not be an area Ai 
for renegotiation in connection with the LOC agreement ? M 

Colonel Bynum. When I used the term “renegotiation” a while ago, i 
it might have been an unfortunate choice of words. What I meant to 
say was that in discussing this with a view to arriving at a new agree- 
ment on procurement 

Mr. Monrcomery. Then I will rephrase my question. Would this 
be an area for discusison in connection with any new LOC agreement ? 

Colonel Bynum. Yes, sir; it would be. 

Mr. Monteomery. That is all. h: 

Mr. Fasceti. Any other question ? , 

Colonel, I would like to ask you some questions. N 


What is the Army procedure with respect to disputes that arise 
under either OSP contracts, tax agreements, or patent-interchange 
agreements? Where it is a government-to-government proposition, | 
what is the procedure that is followed starting right with the con- P 


; ‘ : L 
tracting officer and going right on up? 
Colonel Bynum. The contracting officer is required to obtain from 
the contracting government a statement concerning the taxes that 
are excluded from the contract. A statement as to any other royalty 
payments that may be excluded from the contract and an assurance ti 
that the United States is receiving the service or the material at no 
profit to the supplying government, also. 
Mr. Fasceix. Colonel, the contracting officer gets this statement 
from whom ? ‘ 
Colonel Bynum. From the contracting representative of the host | 
government. r 
Mr. Fascetu. He gets that before the contract is let, or when ? ti 
Colonel Bynum. That is part of the negotiation of the contract. 
Mr. Fascetu. In other words, it is part of the contract document or e 
contract papers ? 
Colonel Bynum. That is right. ; 


Mr. Fascety. It is executed and transmitted to the contracting 
officer at that time? 
Colonel Bynum. That is right; yes, sir. 


— 
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We do not examine the records of the contracting government and, 
therefore, a lot of things that we are entitled to have we have to 
assume that they are honest and they are sincere when they give us 
these statements. 

Mr. Fasceit. Obviously. 

What happens when you are proceeding with the contract or your 
contract is finished and you find out that there is an area in which the 
United States Government is interested, either a credit on the contract, 
or recoupment of funds which have already been disbursed? Then 
what is the procedure ? 

Colonel Wisc The contracting officer undertakes in such in- 
stances to recover the amount of the apparently due recoupment. 

Mr. Fascey. Is that true with respect to any of these contracts? 
That is, OSP, tax agreements, or patent interchange ? 

Colonel Bynum. Yes; that is true. If he is unsuccessful in his 
efforts and it becomes something that should be disposed of beyond 
the level of the contracting officer, then he prepares his brief of his 
experience in his efforts and refers that through this headquarters 
to EUCOM and, in turn, to the Defense representative of the North 
Atlantic and Mediterranean areas and the discussion is taken up by 
Mr. Hoagland to recover any apparent excess profits or benefits to the 
host government that we think we are entitled to have. 

Mr. Fasce.u. Is this procedure all outlined in Army regulations? 

Colonel Bynum. No, sir. 

Mr. Fasce.u. Is it outlined in a directive ? 

Colonel Bynum. I am afraid not, sir. 

Mr. Fascetu. This is a command policy then ? 

Colonel Bynum. Yes, sir. It stems from DEFREPNAMA, who 
have asked us to proceed in that direction. 

Mr. Fascertt. Has this been an oral direction from DEFREP- 
NAMA? 

Colonel Bynum. No, sir; published directions. 

Mr. Fascetzi. That is what I am getting at. This is your current 
policy that you are now following as a result of directions from 
DEFREPNAMA ? 

Colonel Bynum. That is correct; yes, sir. 

Mr. Fasceti. Do you recall the date of those directions? 

Colonel Bynum. No, sir; I do not. I can check that for you. 

Mr. Fascett. Would you make available to us a copy of the direc- 
tions which came to you from DEFREPNAMA ? 

Colonel Bynum. Yes, sir. 

(The material referred to follows :) 

(The policy directive furnished by USAREUR is classified secu- 
rity information and is retained in the committee files. ) 

Mr. Fascety. We are very interested in this because we seem to have 
run into some confusion in other commands as to at what point nego- 
tiations ceased by the contracting officer. We are very interested in 
getting that. 

Colonel Bynum. That is a very difficult thing to define. He is sup- 
posed to do all he can and having exhausted his efforts, he then takes 
the matter up 

Mr. Fasceiy. We are interested in that directive because unfortu- 
nately we ran into some procurement agencies who are under the im- 
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pression in one case that they could not do anything under the present 
directive at all, and that the minute a dispute arose that was it. It 
was immediately in the hands of DEFREPNAMA and all they could Fe 
do would be to supply the supporting facts which would entitle him 
to sit down with the State Department and negotiate with the recipient 
government. ‘That was one. on 

Then we had another procuring agency that felt their responsibilit ; 
was that they could go ahead and clear it up and they actually did. 
They negotiated to a successful conclusion. in 

Colonel Bynum. I am on the side of the latter one. I think we off 
should go as far as we can. 

Mr. Fascetu. I think we are, too. We are not sure yet, but we 
think we are, too. 

Now, if it is clear as far as the Army responsibility is concerned oir 
that the contracting officer can negotiate up to the point of absolute y 
refusal and then it becomes a government-to-government matter, if wl 
this is your current situation and if it does apply across the board 
militarily, we would like to know that because at this point we have in 
2 or 3 different interpretations as to what is the responsibility of the So! 
contracting officer. Since there are disputes or disagreements between sh 
the United States and other governments involving a good many mil- 
lions of dollars, we are anxious to find out whose responsibility it is fo 
to negotiate. til 

DEFREPNAMA says he came into this procurement thing as of 
sometime early last year. It was our impression that we got from the I; 
testimony that he took over at that point all responsibility. 

Have you ever run into that interpretation before? 

Colonel Bynum. No, sir; not exactly. cu 

Mr. Fascety. The point is that under directives as you understand St 
them today, your procurement officers have the responsibility and do or 
negotiate up to the point of refusal ? 

Colonel Bynum. Yes, sir; that is correct. I feel that regardless of ou 
whether there be, or not be, a directive to do that, that is the contract- ha 
ing officer’s responsibility. 

Mr. Fascetx. He ought to doit anyway ? eX 

Colonel Bynum. That is right. al 

Mr. Montcomery. Mr. Chairman, may I pursue that point a mo- Ww 
ment ? ti 

Mr. Fascertx. All right. D 

Mr. Montceomery. Colonel, have you ever had occasion to withhold 
payments from a contractor, final payments in particular, where some 
of these matters are in dispute, such as taxes and profit ? pe 

Colonel Bynum. I could not name them specifically but I know be 
there have been such occasions. ti 

Mr. Montcomery. When you have withheld payments under a con- th 
tract under those conditions, have you ever been directed to release al 
those payments when the matter or dispute reached the political or a 
diplomatic level ? 

Colonel Bynum. I do not recall any such instance that we were di- ar 


rected to release a payment; no, sir. 
Mr. Montcomery. That is all. 
Mr. PoLtann. Have you ever released the payments on such instances ? 
Colonel Bynum. At such time as we felt we had completed our 
discussions to a point of satisfaction to ourselves ; yes. 
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Mr. Potanp. One more question, Colonel. 

Prior to the advent of DEFREPNAMA, what was your experience 
in settling disputes in matters like those under discussion ? 

Colonel Bynum. Sir, I was not here before that. 

Mr. Potanp. Can you tell us what the experience of your prede- 
cessors was ? 

Colonel Bynum. I could not give you an answer on that. 

Mr. Poranp. Is there a record as to whether they were successful 
in the settlement of contractual disputes? That is, at a contracting 
officer’s level ? 

Colonel Bynum. You mean concerning the recovery of costs ? 

Mr. Potanp. No; profits, royalties, or tax exemptions ? 

Colonel Bynum. I am afraid without a little research I could not 
give you that. 

Mr. Potanp. You cannot help us to determine the question of 
whether or not DEFREPNAMA is a necessary institution ? 

Colonel Bynum. I believe it was. I think that their participation 
in this business of attempting to recover profits might very well reveal 
some area in which the contracting officer had not gone as far as he 
should have gone. 

Mr. Fascetx. Colonel, what is the difference in your procedure be- 
fore DEFREPNAMA came on the scene and afterward? After the 
time he came on the scene ? 

Colonel Bynum. I could not distinguish between them, because, as 
I say, I was not here prior to the advent of DEFREPNAMA, 

Mr. Fasceix. Let me see if we cannot get at it another way. 

Are there regulations dealing with the responsibility of the pro- 
curing officer in the event that any question arises between the United 
States Government and the recipient country on OSP, tax agreements, 
or patent interchange? 

Colonel Bynum. I could not specifically answer that question with- 
out referring to some of the wording of the instructions that we have 
had. 

Mr. Fascett. I had limited my question to regulations, and I would 
extend it to include policies, statements, directives, memorandums, or 
anything that would be a guide to the procurement officer to follow. 
What I am trying to get at is, if you have such documents of instruc- 
tions or rules or regulations, what effect on them did the directive of 
DEFREPNAMA have, if any? 

Colonel Bynum. Yes, sir. 

Mr. Fascexu. If there was no change in these things at all, except to 
point out that when you got to the point of refusal, then it no longer 
became a command function to carry on the negotiation in conjunc- 
tion with the State Department, but it became a unified function under 
the Defense Department for all three military commands. If that is 
all it did, that is what we want to know. If he stepped in and became 
a negotiator right at the contract level, we want to know that, too. 

Colonel Bynum. As to whether it increased the activity of our con- 
tracting officers in this area, I hesitate to say that it necessarily did. 

Mr. Fascetx. As far as you are concerned, DEFREPNAMA is not 
a negotiator at the contract level ? 

Colonel Bynum. No, sir; definitely not. 
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Mr. Montcomery. What part did the General Accounting Office 





play in develeviné this situation, particularly with respect to taxes = 

and no profits? th 

pemen Bynum. Would you like for me to answer that or Mr. « 
yree? 

Mr. Montcomery. I would like to have the view of the military. 2 

Colonel Bynum. The General Accounting Office, of course, is active 
in examining all of our contractual activities and to the extent that of 
they discover any areas in which, in their opinion, we have failed as di 
contracting people to properly protect the interests of the United i 
States, either on taxes, royalties, or otherwise, they advise us wherein 5 
we have been derelict and point out to us the area they have discovered U 
where we should have been more aggressive in recovering entitlement a 
to the United States. é 

Mr. Monteomery. Did not the General Accounting report on the = 
deficiencies in the no-profits field as long as 3 years ago, and as a result 
of that report the contracting officers of this command become more ti 
aggressive in eliminating Government profits from these contracts at ti 
the negotiating stage as well as during the administration of the E 
contract ? 

Colonel Bynum. I suspect that the influence of the General Ac- na 
counting Office was considerable in creating a spirit of aggressiveness & 
in this area. ‘i 

Mr. Montcomery. That is all. fo 

Mr. Fascetnt. Would you be surprised to know, Colonel, that we 
have testimony to the effect that prior to a given date, negotiations th 
were carried on by contracting officers up to the point of refusal and = 
then became a diplomatic problem, and that after that date all dis- 7 
putes were immediately taken over by DEFREPNAMA? a 

Colonel Bynum. You say, “would I Se surprised” ? of 

Mr. Fascetu. Yes, sir. 

Colonel Bynum. No, sir. | A 

Mr. Fascetn. Well, I am. Anyway, that is beside the point. of 

Thank you very much, Colonel. poy 

Colonel Bynum. Thank you, Mr. Chairman. 

Mr. Fascetu. We will now recess for lunch. os 

(Thereupon, a recess was taken at 12 o’clock for lunch, the commit- : 
tee to reconvene at 1: 30 p. m. in the same location.) al 

AFTERNOON SESSION G- 

Mr. Fasceti. The committee will come to order. St 

General WestrpHaincer. Major Sullinger will now take up the Fr 
question of excess and property disposal. an 

STATEMENT OF MAJ. C. 0. SULLINGER, STAFF OFFICER, G-4, La 

USAREUR, HEIDELBERG, GERMANY mi 
m« 

Major Sunrincer. My name is Maj. C. O. Sullinger and I am a staff 
officer of G4 in USAREUR. an 

My topic today is the United States, Europe, excess and property- is | 
disposal program. We will discuss the points that are outlined on this mée 


chart. dis 
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Under point No. 3, I will include factors which cause generation of 
excess, screening, and utilization ; and methods of disposal. 

In this next chart under No. 1, USAREUR has i delegated as 
the responsible command for formulating and implementing policy 
and procedure for the disposition of all Army, Navy, and Air Force 
foreign excess property generated in Germany, France, Holland, 
Belgium, and Luxembourg. 

Under No. 2, this command, in consonance with the Department 
of Army Regulations, is responsible for the policy of identifying and 
declaring U nited States Army property as excess and we formulate 
policies ‘for disposal in accordance with pertinent Department of 
Defense, Department of Army, Department of the Air Force, and 
United States European Command directives. In addition, and in 
conjunction with the Department of State, we formulate bilateral 
agreements concerning the disposal of property with foreign govern- 
ments in which our property is located. 

Under No. 3, prior to implementation of the policies I have referred 
to, we coordinate these policies with US EUCOM, the State Depart- 
ment, the Air Force in Europe, the Navy Command elements in 
Europe, as well as technical and staff divisions of this headquarters. 

Under No. 4, based on retention levels versus FIA reports of stocks 
on hand, we develop a program for the determination and declara- 
tion of excess. We develop a program for disposals by both utiliza- 
tion and sale. In addition, we develop and justify budget programs 
for United States Army disposal activities in Europe. 

Under No. 5, based on monthly and quarterly reports received from 
the field, we monitor, review, analyze, and prepare required reports 
and analyses of progr: ‘amed objectives. 

Under No. 6, we exercise general staff supervision over all Army and 
Air Force property-disposal activities in Europe through the media 
of staff visit inspections. 

Under No. 7, we are responsible for technical supervision over all 
Army and Air Force operations and adherence to and implementation 
of policies through the United States Army property disposal detach- 
ment in Frankfurt. 

Under No. 8, the Assistant Chief of Staff, G-4, USAREUR, i 
responsible for the approval of each negotiated sale. 

his next chart is organization. The responsibilities I have just 
of policies through the United States Army property disposal de- 
G-4 Division, of this headquarters. 

Under the operational control of this office, we have the United 
States Army property disposal detachment physically located in 
Frankfurt. This office has many varied duties, such as inspections 
and field visits, securing diplomatic mission and Department of State 

idance as to the foreign policy as directed by section 401, Public 
saw 152, 81st Congress; integrity and liability checks on purchases, 
maintaining a central bidders’ list, developing and publishing a 

monthly newsletter, and centralized publication of sales officers. 

At present we have six staff property-disposal officers in France 
and Germany and 54 property-disposal officers in the field. There 
is a staff property- -disposal officer in each large area command in, Ger- 
many and each area section in France. There is also a staff property- 
disposal officer under the commanding general, communications zone, 
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who has staff supervision over all Army and Air Force property op- te 

erations in France. This officer performs his functions under the ‘ai 

technical supervision of and in accordance with policies and proce- ‘ 

dures implemented by the property disposal detachment. wae 
This next chart is our program. The logical question which is 

asked is, how did we acquire such a tremendous amount of excess i 


material? This is a logical answer to that. The first is the develop- 
ment of new equipment. As new equipment is developed and adopted he 
as standard by the Army, the equipment which it replaces normally 





becomes obsolete. The introduction of new items into the supply sys- 4 
tem normally is phased so that the old item can be used up prior to a 
completing the installation of new items. This is not always possible, 

especially when the new item performs functions that the old item did ee 
not. In that case the old item becomes obsolescent and excess over- i 
night. Even if the old item is not entirely replaced, the requirement t} 
for it is reduced materially. The old item, as well as the spare parts 
therefor, becomes excess. The second reason is changes in troop bases - 
and authorizations. When the total number of men or units in the + 
United States Army, Europe, are reduced equipment for the unit G 
dropped becomes excess to that unit. The United States Army, 
Europe, implementation of the Department of Army policy regarding t] 
the Pentomic Division will eliminate or reduce certain items of te 
organizational equipment. The third reason is modification of end - 
items. 

Production models are standardized but the Army continues to have c 
technological development which changes old models or introduces . 
new models. Parts for the older models automatically become excess. i 
The fourth is a change in the tactical and strategic plans of the Army. a 
Requirements, procurement, stockage, and issue, are keyed to our ‘ 
operation whether in time of war or peace. We use more of almost d 
everything when we fight a war. When hostilities end, we find our- 
selves with more supplies than we needed even for reserve stocks. P 
Some of this equipment is located in foreign countries when hostilities rf 
end and although still needed in the United States, the cost of trans- % 
portation back home in certain instances would be more than the cost | te 
of procurement. d 

Therefore, we dispose of the material in the foreign country. 

The fifth reason for the generation of excess is salvage. Regardless u 
of the size of the inventory of Army stocks, a certain amount of prop- N 
erty wears out through fair wear and tear. This becomes a portion t] 
of our excess. W 

The last reason is scrap. Demilitarization of arms, ammunition, p 
and implements of war generate vast quantities of scrap. Also, worn 
out spare parts generate scrap. u 

Under No. 2, when the property is first reported as excess, every n 
effort is made to utilize it within thiscommand. Property is screened r 
by the Air Force, Navy, and other Government agencies prior to re- o 
porting back to the continental United States. The property is then n 
screened in the continental United States among all technical services 
and other Department of Defense agencies. If not required, it is p 
then determined foreign excess and disposed of by sale. 0 


As a side note, let me indicate to you that during fiscal year 1957, 
26 percent of our excesses—this command’s excesses—was returned Oo 
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to the continental United States upon instructions from heads of tech- 
nical services. In addition another 20 percent of all declared excess 
was returned to depot stocks for further utilization within this 
command. 

Under No. 3, we have two methods for the disposal of our foreign 
excess property. The first is by sale and the second is by abandon- 
ment or destruction. However, the majority of our foreign excess 
held by property disposal officers is sold to various European and 
American buyers. In this command, we use the following sales 
method: First, a sealed-bid sale, which, during fiscal year 1957, ac- 
counted for approximately 93 percent of our sales. 

The second is retail sales. Due to foreign government restrictions, 
retail sales are made only to personnel of the United States forces. 
However, since we started the sales approximately 114 years ago, 
they have steadily increased in volume. 

The third is negotiated sale, which is few and far between. Nor- 
mally, they are made only to friendly foreign countries and when it 
is definitely determined to be in the best interests of the United States 
Government. 

The next method is spot-bid sale. This method of sale, which is 
the simplest and least expensive method, was initiated in this com- 
mand this year and with favorable results. All property disposal 
officers are beginning to utilize this method whenever practicable. 
Our fifth and last is auction sales. Our first auction sale is being 
planned and we will use the 1-day auction method. Our second 
method of disposal is abandonment or destruction. In this area, this 
is primarily ammunition in unserviceable, or, shall I say, nervous 
condition. That is, ammunition in this condition is generally dumped 
at sea. 

My next chart shows accomplishments. Our initial fiscal year 1957 
program was established at determining and declaring $200 million 
worth of property as excess and, two, to utilize and dispose of $175 
million worth of property declared excess. However, our program 
was so rapid that we increased the objectives to $300 million for de- 
termining and declaring excess and $275 million for utilizing and 
disposing. 

As shown on this chart, we declared $363 million as excess. We 
utilized and disposed of $278 million during fiseal year 1957. As of 
March 31, 1957, our total command stocks were $1.7 billion and of 
this total $456 million was determined excess and of this $456 million 
we have $92.5 million being held for a potential military assistance 
program. 

This next chart shows our accomplishments or improvements, and 
under No. 1, we have developed a procedure whereby once a check is 
made on the integrity and liability of a potential buyer, that clearance 
remains good until advised to the contrary by the United States re- 
gional organization or the economic-defense officer, or State Depart- 
ment agencies responsible for this clearance. 

Under No. 2, the action described in the one above permits us to 
publish a cleared buyers’ list to all property disposal and contracting 
offices which enables them to make immediate awards. 

Under No. 3, a procedure has been developed to secure Department 
of State foreign policy guidance and clearance for sales over $250,000 
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in acquisition value far enough in advance to permit the Army prop- 
erty disposal officers to sell property without regard to its acquisition 
value. We are presently working on the same procedure for the Air 
Force. 

Under No. 4, we have delegated contract approval to installation 
commanders for those contracts where the acquisition costs of prop- 
erty sold is $1 million or less. 

Under No. 5, we have centralized the publication of all invitations 
to bid in our detachment at Frankfurt. It has resulted in adminis- 
trative savings, better merchandising, standardized and neater sales 
offerings. 

Under No. 6, by placing emphasis on more accurate allotting and 
description of property being offered for sale, it is interesting to note 
that from January 1 to May 31, 1957, our return on a percentage in- 
crease goes from 8 to 11 percent, for an additional return to the Gov- 
ernment of $650,000. 

Under No. 7, we have instituted a monthly newsletter concerning 
property-disposal activities. This is used as a medium to keep all 
property-disposal contracting officers informed as to marketing a 
product, other disposal activities, and market trends. 

Under No. 8, we have had three command conferences on property- 
disposal activities this year which have proven invaluable in many 
aspects of merchandising. 

Under No. 9, our first course in property-disposal management is 
now in progress. This course furnishes property-disposal contracting 
officers and their key personnel appropriate fundamentals required in 
sales operations. 

No. 10, the new manual which will be applicable to the Army, Navy, 
and Air Force in this command, consolidates all existing manuals, cir- 
culars, cables, and letters on property disposal in this command. 

Under No. 11, records management has been standardized for all 
property-disposal activities. it 3 

Under No. 12, reports have been eliminated, and at present prop- 
erty-disposal officers are required to make only one simplified saat 
report. 

Under No. 13, this command previously utilized the sealed-bid sales 
method. 

Under present policy and procedure we have instructed and guided 
each property-disposal officer in the use and maximum benefits spot- 
bid retail and auction-type sales provide. 

In conclusion, I would like to give you our program for fiscal year 
1958. 

We have as our tentative objectives: No. 1, to identify and declare 
$500 million worth of property as excess; No. 2, to utilize and dispose 
of $475 million worth of property. 

Are there any questions ? 

Mr. Fascertxi. Mrs. Harden? 

Mrs. Harpen. No questions at this time but I should like to commend 
the major for his fine statement and for the great improvement which 
I can see since the last time I visited with a committee that was study- 
ing this property surplus, excess, and disposal problem. 

Major Sutzincer. Thank you, Mrs. Hinieb. 

Mrs. Harven. I think you have come a long way since 1951. 
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Major SuLtincer. We like to feel that we have, but I feel that 
maximum benefit is due to General Hodes in this area for the personal 
interest that he has given to the program that I have just told you 
about. 

Mrs. Harpen. I am certain that the general has contributed a great 
deal to the success of the program. 

Mr. Fascetu. Mr. May? 

Mr. May. No questions, Mr. Chairman. 

Mr. Fasceit, Major, how long have you been in this position that 
you now have? 

Mr. Sutuincer. Mr. Fascell, I have been in the command over here 
for just about a year and a half, as I recall the dates. 

Mr. Fascetn. Did I understand that the new procedures manual 
has been published ? 

Major Suniincer. It is being sent out. The draft was just com- 
pleted yesterday afternoon at 5 o’clock. It is being sent out within 
the next 4 to 5 days. 

Mr. Fascett. When? Is it finalized or just being sent out? 

Major Sutuincer. There will be certain minor changes toit. I will 
be glad to give you a copy. 

Mr. Fascet. I would sure like to have it in its finalized form. 

Major Sutzincer. I will be more than happy to give you a copy. 

Mr. Fascetn. Your return is based on acquisition costs? 

Major SuLLinGcer. Yes, sir. 

Mr. Fasceii. How does the return in this command compare with 
the United States return generally? 

Major Sutirncer. It is almost equal to the United States at the 
present time. 

Mr. Fascety. I thought it was better. I do not remember the fig- 
ures, but I thought your return was better. 

Major Sutiincer. No, it is not, Mr. Fascell. We are slightly be- 
low and about, as I recall, 4 percent. We have closed the gap now 
until we are almost equal to the return there. If and when it is suc- 
cessful there, as you know 

Mr. Fascett. What problem areas have you encountered ? 

Major Suniincer. Mr. Fascell, I could not be other than truthful 
to tell you that there is not a single day that goes by in this area that 
you do not have problems. 

General Hopes. Do you want to tell us about the French problem 
right now ? 

Major Sutiincer. I would be more than happy to do so. 

This is an area that—if it is all right with you—I would like to give 
off the record due to the cause of the French problem. The French 
stated that this was an internal trouble with them and because of 
this internal trouble, they requested that we cooperate with them to 
suspend the sale of property—that is, United States Government prop- 
erty—in France until they could correct internal troubles or internal 
dealings with customs and such. 

Mr. Fascetzt. What is the magnitude of that in dollars and cents 
before we get into specifics ? 

Major Sutiincer. I can give you at the present time what is the 
approximate inventory position of that area. 

Mr. Fascetu. Right. 
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Major Suriincer. The approximate inventory position of that 
area is about $30 million. 

Mr. Fascetx. Does the resolution of this problem involve—I am 
trying to get this on the record, if we can—any affirmative action on 
the part of our State Department that needs to be taken ? 

Major Sutiinerr. At this time, Mr. Fascell, the problem is being 
resolved. In fact, most of it has been resolved in that they are back 
in sales operation in France at the present time, and have been for 
the past 30 days. They are on a limited basis and they are selling 
seven points. They told me yesterday that the French had agreed to 
either 2 or 3 additional points in France and they felt sure that they 
would open up other sales activities as quickly as the French could 
correct certain conditions that they have in their structure. 

Mr. Fascett. I am not quite clear on what the French have to do 
with the problem of disposal of excesses, unless it deals with property 
which has been delivered to them under military assistance. 

Major Sutiincer. No, sir. 

Mr. Fascetn. That is what I did not understand. 

Major Sutiincer. The Government of the United States holds title 
to this property, even though it is brought into any foreign govern- 
ment. There, again, by agreement, we bring that in free of tax, im- 
port-export tax. When we sell that property we transfer title to 
someone else. It is the responsibility of the purchaser then to either 
import that property into the economy of that country or export it 
as directed. The country involved may not want the property to be 
imported into its economy, based upon the internal buildup or makeup 
of that ee, country. 

Mr. Fascerz. Despite the fact that the property may either be 
physically within that country or outside of it? It does not make 
any difference ? 

The point that the French Government is interested in is that at 
that time when it becomes private property and then introduced into 
their economic channels ? 

Major Sutirncer. That is correct. 

Mr. Fascetu. Therefore, they want to get cleared as to whatever 
controlling or negotiation right they will have in determining when 
and how that will be done ? 

Major Sutirncer. That is basically the problem that the French 
Government is confronted with. 

Mr. Fascetxi. This becomes a matter of negotiation and has to be 
determined before you can proceed with the disposal of those excess 
properties ? 

Major Sutiincer. Yes; that would be so. 

Mr. Fasceti. Until we reach an agreement there is nothing you can 
do about selling it ? 

Major Sutircer. That is correct. 

Mr. Fascetz. You could dispose of it outside of France or any 
other country where you happen to have an excess ? 

Major Sutirncer. In this case, the French asked if we would hold 
up any sales as a courtesy to them until they could work out certain 
problems because export became involved in their internal problem. 

Mr. Fascetu. I think that explains to us the problem there. 
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The next question is, How has this been done, or has there been any 
unusual delay in arriving at this agreement? You say we are about 
to do it ¢ 

Major Sutiincer. No, we have already reached the agreement. 
The agreement is settled and it is just a question of putting 

Mr. Fascett. Lnplementing it ? 

Major Suuuincer. That is right. That is all that is involved. 
They are selling tremendous amounts down there right now. There is 
no problem of major consequence other than that daily stuff I told 
you about, Mr. Fascell. 

Mr. Fascetn. Until you could get an agreement there was a time 
when there was just nothing you could do? 

Major Sutiincer. Yes, sir; 60 days. 

Mr. Fascetn. That was the period of time I was interested in. 

Major Sutiincer. Sixty days. 

Mr. Fascetz. Right. 

Mr. Poland ? 

Mr. Potanp. I was wondering, Major, if in listening to your dis- 
cussion, whether you mentioned 5 or 6 ways in which excesses were 
generated. You say five? 

Major SuLiincer. Yes. 

Mr. Potanp. Then insofar as I could make out, none of them come 
within your jurisdiction? You do not help to generate, or your 
operation does not generate any excess or create any excess, does it? 

Mr. Fasceiz. To the extent they procure / 

Major Suuiincer. Yes, sir; we certainly do. You see we are the 
user of the end item. 

Mr. Potanp. You are speaking now of the disposal of excess, are 
you not ¢ 

Major Sutiincer. I was talking about the generation of excess, 
what brings about excess. 

Mr. Potanp. You are not responsible for its being scrapped or its 
being obsolescent? You are not responsible for new kinds of weapons ¢ 

Major Sutircer. No, sir. 

Mr. Potanp. What you get is excess; is it not ? 

Major Suruincer. Yes, sir. We do not receive—if you mean— 
excess in this command, but property that we might have in the com- 
mand would become excess because of these things. 

Mr. Potanp. Because of these various factors, over none of which 
you have immediate control, it becomes obsolescent or so on ? 

Major Suturncer. No, sir. 

Mr. Potanp. Then your job is to keep it from continuing in an 
excess status; is that it? 

Major Suturncer. That is correct, sir. 

Mr. Potanp. The other factors are something that do not fall within 
your jurisdiction ? 

Major Sutuincer. That is right. 

Mr. Fasceti. Wait a minute. I would like to clear up a couple of 
points. 

There are a couple of factors in this command that would play very 
heavily upon the question of excesses. One is the amount of procure- 
ment and the other is the amount of requisition ; is that true? 
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Mr. Potanp. I was about to say, Mr. Chairman, if you permit, the 
question of overrequisition might be one occasion for an excess which cle 
was one that I did oe et out of those five points. 


Major Sutircer. Of course, at the present time that is exactly why Gr 
the Department of Army has gone to tremendous effort and expense of 
to develop procedures which w ill eliminate exactly what you are talk- ro 
ing about. There, again, I would certainly not be the one to say that rl 
the system was 100 percent foolproof, because there is naturally going ; 
to creep into any operation of that magnitude certain errors. No ite 
matter how well you operate or how closely you supervise it, certain 
errors will creep in. Every program and every development that 
the Department of Army has started and has developed or put into hn 
operation during the past 5 years has been to eliminate just that. pt 

Mr. Fascet1. Major, one of the points that I think we ought to get de 
clear on the record is excess, w hich has been generated, for “example, 
as a result of improper requisitioning in the Air Force or N: avy, is 
certainly not your responsibility. It does not become your respon- he 
sibility until it is declared excess and then you have to dispose of it ? . 

Major Sutuincer. That is correct, sir. 18 

At the same time, we certainly want to utilize any property that ar 
they may have in excess and the same way they do w ith us. 

Mr. Potanp. Major, how do you know when an item is excess? M 
What is the basis upon which you make that determination ? ta 

Colonel Arrnur. My name is Col. R. W. Arthur and I am Deputy su 
Assistant Chief of Staff, G-4. The determination of excesses in this MW 
theater is made at our supply control point where we know what our oI 
requirements are, our demands against stocks on hand. This is also ar 
based on information that is furnished by the chiefs of technical th 
services ; that is done at the supply control point. 

Mr. Fascetu. What is the supply control point as far as the Army th 
is concerned ? . 

Colonel Arruur. The point where we are we get stock status in- In 
formation together and compute the requirements based on the num- th 
ber of troops or operation that we are in. m 

Mr. Fascetzu. Where isthat done? sh 

Colonel ArrHur. At Orleans, France, sir. Each technical service ol 
has a supply control office, Ordnance, Quartermaster, andsoon. Each fe 
service computes its requirements based on its demands, deducting its Ww 
stock on hand, assets, and then you can tell whether you are at excess 
orina requisition position. cl 

Mr. Fascett. Do the other services use the same system ? cc 

Colonel Arruur. Yes, sir. They have their supply and control 
points. Over here, I do not know whether the Air Force has one mn 
here, but I know they have one at Wright-Patterson in the States. 

Navy has its offices, too. 

Mr. Potanp. Then the information from that supply control point Ss 
is furnished to Major Sullinger and he knows that it is excess ? 

Colonel Arruur. The supply control office will put it on a declara- nt 
tion of excess form. It will then be sent down to the depot and the tl 
depot will then move it over into the property disposal office after it tl 
is all screened. SE 

Mr. Potanp. The major then takes over ? g 

Colonel Arruvr. That is right, sir. 

n 
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Major Suttincer. The moment a supply control agency makes the 
determination that the item is in excess. 

Mr. Po.anp. I am now referring to an item in the report of the 
General Accounting Office and the fact that we had 84 years’ supply 
of linseed oil at Stuttgart which would be yours to dispose of if you 
received notice from the supply-control agency. Would that be 
right ? 

Major Sutuincer. That is the first time I knew it. That is a good 
item to merchandise. 

Mr. Fasceiti. You would like to get hold of it and sell it? 

General Hopes. We do not want him to sell it. I wish we had a 
hundred years’ supply of a lot of things. A lot of these items were 
purchased on the deutschemark account. They saved United States 
dollars. 

Mr. Potanp. General, would that account for 

General Hopes. 100 years is a little exaggerated. I would like to 
have it anyway. 

Mr. Potanp. Another thing the General Accounting Office mentions 
is 100 tons of nails and then they kept on buying them. Perhaps they 
are buying them with deutschemarks ? 

General Wesrrenatincer. I think we had a special situation here, 
Mr. Poland. When the Germans got their sovereignty, we had cer- 
tain amounts of deutschemark funds that were provided us for our 
support from two sources; occupation support and defense support. 
When they got their sovereignty, we either had to give back that money 
or use it for things that we foresaw were needed. We took that money 
and expended it for things for which we had a continuing need and 
thereby using the money and thereby saving the taxpayers in the 
United States from the necessity of having to ‘provide that money for 
those things. 

Those supplie s were along when the General Accounting Office went 
in and looked over this. There is no question about it. We had some- 
thing like $11.5 million worth of —— as a result of these procure- 
ments. That figure is down to $5.9 million. We are living off the 
shelf with that stuff now. In the particular case of your linseed 
oil, this is an ingredient of paint as you know, and it is being used 
for our current needs. We are not now in an excess position. We 
wish we had more so we could continue that. 

General Hopes. We wish we had more of all of these items pur- 
chased the same way that linseed oil was purchased. That was not a 
condemnation against the command in any way, shape, or form. 

Mr. Poranp. If that were an 84 years’ supply and 84 years have 
not gone by, are we to assume that that was redistributed ? 

General WestpHatincrr. Ex actly. 

Mr. Potanp. That would be a part of the disposal system of Major 
Sullinger’s; would it not? 

General WesteHatincer. That is not quite right. When it can- 
not be redistributed and truly becomes excess and we have determined 
that we cannot use it for any purpose, either the Army, Navy, or 
the Air Force, or any other Government agency here, and we have 
sent it back to the United States, they do not want it, he then 
gets it and disposes of it as excess. 

Mr. Potanp. I think you would dispose of it as surplus. Does it 
not cease to be excess when you have screened all the agencies and if 
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you distributed it within the services, it is then redistributed as ex- 


cess? Is that right? | t! 
Major Suuirncer. You are mixing up two areas here. You have t] 
the normal distribution system for operation of the supply system, | 
and what we are talking about is a normal distribution of supplies of 
the supply system. That is exactly the way it was handled. The | k 
nails and the linseed oil or whatever was involved in this. In other C 
words, there never was a time when the property had been deter- 
mined excess to anyone. V 
Mr. Potanp. I do not want to mix it up, Major, but it seemed to 
me that if you had 84 years’ supply, it would not be a normal supply n 
for distribution through normal methods. 
Mr. May. I would like to determine what an 84-year supply is. 
Major Sutiincer. That is my question. I do not know what that I 
supply represents. fi 
Colonel Arruur. The 84 years’ supply was based on the require- p 


ments and demands in the Stuttgart area alone, not against the entire 
European Command, sir. 
Mr. May. How do you determine what is an 84-year supply? Do 
you take normal-year requirements ? 
Colonel Arruur. Yes. 7 
Mr. May. How do you get rid of any 84-year supply when it is b 
determined excess in such a short time ? t} 
Colonel Arruur. In that particular area you screen the rest of 


your commands and see who has a requirement and rather than pur- y 
chase linseed oil, we ship that out. y 

General Hopes. Divide it by about 15 to start with and put it in 
different areas. s} 

Mr. May. Where do you get to a point where you decide to get rid 
of the excess? u 

General Wesrenuaincer. A reasonable quantity. 

Mr. May. Ninety days’ supply ? I 

General WestTrHALINGeER. Yes. 

Mr. Fascexx. If we followed this theory we would never have any 01 
excesses. 

General WestrHaAuincer. That is not quite right, Mr. Fascell. 

Every time you have a piece that becomes obsolete due to improved A 
weapons, and you replace it, it is excess. 

Mr. Fasceti. Maybe I used the wrong term. You never have an Pp 
oversupply because, technically, under that definition, you could buy - 
in YEAN to service the whole military force of the United States in tl 
the world. It would never then be overprocurement or oversupply be- ck 
cause you could use it somewhere in the military system. The question ol 
is whether or not there is a normal and proper process or responsibility Pp 
of the command. It would seem to me that somewhere along the line 84 
you would be upsetting the whole procurement and requisitioning sys- di 
tem, which might be all right. In other words, it might be necessary | Pe 
for Stuttgart to furnish all of the linseed oil for all of the military | oe 
services. I do not know that that is the right way to do it. If you ' ar 
got it at a good price and can use it, that is fine. to 

General WersTPHALINGER. There are some limitations on what we ta 
can use. 
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Mr. Fasceu. Let us get to the question of this deutschemark buildup 
that was used for the procurement of things because it was a good 
thing to use the money for rather than to give it back. 

Do we know how much that was? 

Mr. Buarr. We made studies in that area, Mr. Chairman. I do not 
know that we have figures on that, but Iam sure that the USAREUR 
Command would have the amount of deutschemark producement. 

General WeEsTPHALINGER. We gave you the figures from last year. 
What was that figure ¢ 

Colonel Bynum. Last year, $56 million total spent from deutsch- 
mark funds. 

General WeEstTPHALINGER. That was a special situation, Mr. Fascell. 

Mr. Fascetn. That is what I am trying to get clear in my mind. 
I was just wondering if this is a continuing process of building up 
funds made available to us which we expended. It is a one-shot 
proposition / 

General WestpHALinGER. It was a one-shot proposition. 

If we had not used it gainfully, we would have lost it. 

Mr. Fascetu. So you introduced it into the supply system ? 

General WesrrHaLincer. That is right, and bought things we knew 
we could consume over a period of time. I think that is evidence 
by the fact 84 years’ supply down in Stuttgart has been consumed by 
the rest of the command. 

General Hopes. We admit that Stuttgart should not have bought 84 
years’ supply, but the command should have bought maybe 5 to 10 
years’ supply. ‘That is the answer to the question, 

Mr. Fascetn. That is what we were trying to get at, as far as per- 
spective is concerned. 

General Hopes. Stuttgart has made a mistake but it did not hurt 
us. It helped us. 

Mr. Fasceti. He might as well be affirmative rather than negative. 
I think you are doing a good job of being affirmative. 

General WeEsTPHALINGER. I think we saved the Government money 
on this. 

Mr. Fasceuu. I hope so, and that is fine. 

Let us see what your position on this is with respect to the General 
Accounting Office. 

Mr. Bua. It was the intention of our auditors to call this over- 
procurement or overrequisition to the attention of USAREUR for 
corrective action. It was obvious, as General Hodes pointed out, that 
this was an instance of an error at Stuttgart and it was necessary to 
call that to the attention of USAREUR. As the general pointed 
out, corrective action has been taken. It was not intended and not the 
purport of the report to say that this particular command had an 
84 years’ supply. This is a report on a particular installation. They 
did have instances of a long position of stock. This was an exag- 
gerated example and was specifically reported upon. There were 
certain quantities of that linseed oil that had been procured in France 
and shipped over here; but, basically, we wanted to call these instances 
— attention of the command so that corrective action could be 
taken. 

Mr. Fascetz. And it has been taken? 

Mr. Tyrez. That is right. 
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Mr. Fascetx. That is the main thing that counts and, if the Govern- 
ment saved money in the process, that is wonderful. 

Mr. Buarr. That situation was a bad situation that existed at this 
particular installation. Of course, the situation was not known by the 
proper officials, and we called it to their attention. 

Mr. Fascerx. Let me see if I understand this. Have we expended 
the buildup of deutschemarks which was available? 

General WestpHALINGER. Yes; at that time. We bought these 
things with that amount. 

Mr. Fasceity. You used up all of the deutschemarks available ? 

General WesrrpHaLincer. I was not here at the time. This was 
occupation deutschemarks, you know. We get money each year from 
the Cetiiieni in support of our forces. This was a special situation 
when they were changing from the occupation and defense support to 
their sovereignty. 

Mr. Fasceti. The deutschemarks we get now are, as a result of the 
agreement which we have, made available for certain specified con- 
tributions which then are expended by us, as we found out ¢ 

Mr. Briare. Current requirements. 

General WrsTeHALINGER. And our appropriation decreased by that 
amount. 

Mr. Fascetn. That is another point I was just getting ready to ask 
about. The amount of money spent in these occupation deutschemarks 
was a budgeted amount of money ? 

General WesteHaLincer. I do not think so. 

General Mappox. No. 

Mr. Fascety. This was in addition to? 

Mr. Buiatr. The comptroller shop could give you definitive infor 
mation on that, but it was my understanding that you did budget 
the amount of money that you were going to get. You knew before- 
hand what deutschemarks you were going to have available within 
the command. 

Mr. Monrcomery. These deutchemarks were not included in the 
Federal budget ? 

Mr. Buatr. No. 

Mr. Fasceti. That is the thing we are trying to get cleared up now. 
In other words, the expenditure of deutschemarks had no relationship 
to appropriated funds with aon to the budget and fiscal processes of 
the United States Government ? 

Mr. Brarr. It did to the extent that you did not have to call on 
appropriated dollars. 

Mr. Fasceti. That is exactly the next point I am getting at. If 
that is true, then it becomes a very vital question to determine the 

yriority under which the deutschemarks were expended. Can some- 
body tell us that ? 

General WesrrHatincer. The point I am trying to make is this: 
The use of those deutschemarks would have expired. 

Mr. Fascexx. I understand that, sir; but the point I am asking is, 
Tf you could buy 





General Wesrrnatincer. We had to put the money into the 
supplies. 

Mr. Fascety. That is exactly the point I am trying to get to now. 

General WesteHaALIncerR. The next step is that in subsequent years 
we did not have to use German deutschemarks or appropriated funds. 
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Mr. Fascexx. To buy the supplies that you had already bought ? 

General Wesrruatinerr. To buy the supplies we had already 
bought. Anyway you look at it we are saving the United States Gov- 
ernment funds. 

Mr. Fasceti. To the extent that you are using the money for needed 
supplies ¢ 

General WesrpHaLINGER. Yes; and we are using them for needed 
supplies. 

Mr. Fasceiz. I am not at all familiar with this process and I have 
not heard anything about it until now. 

General WestPHALINGER. This is a one-shot proposition. It does 
not pertain any more. 

Mr. Fasceiy. Were these funds all expended by this command ‘ 
That is, the Army? Were all three commands involved or did they all 
have an allocation out of this / 

General Hopes. All three commands had an allocation. 

Mr. Fasceti. Therefore, there was authorization obviously from the 
Department of Defense making the allocation and authorizing the 
expeciture. 

General Hopgs. That is probably true. 

Mr. Buarr. That is correct. 

Mr. Fascett. Otherwise the funds would not be made available on 
a shared basis. They would not have any way to get it. 

Mr. Biair. The German Government supplied deutschemarks to the 
occupying forces here and that support is phasing out. You depended 
on those funds for the operation of the command. 

Mr. Fasceti. Obviously there must have been some kind of an 
arrangement made between our Government in some way to receive 
these deutschemarks. 

Mr. Buarr. One of the restrictions involved your deutschemarks 
procurement. You could not take it out of the German borders to 
dispose of it in France. In other words, your deutschemark-procured 
trucks, when they became excess, could not be taken over to France. 

Mr. Fasceiy. That is what I am getting at now. If you procured 
all of this with that limitation within Germany, and then it became 
excess and had to be distributed, how would you get rid of it instead 
of using it right within the area where procured ¢ 

General Hopes. Excess to the area and not to the theater ? 

Mr. Fasce.u. How do we get it out of Germany / 

Mr. Biarr. We cannot. It is deutschemark procured. 

Major Sutuincer. If deutschemark-procured property, it must be 
returned to the Federal Republic of Germany. The Federal Repub- 
lic has title to that property. 

Mr. Fasceii. Are we talking about linseed oil and nails? 

Major Suturncer. If it is deutschemark-procured property of any 
kind. 

Mr. Fasceitn. Any kind ? 

Mr. Potanp. Those were occupation deutschemarks. 

Major Suiiincer. Occupation and defense funds. There are two 
types of funds—occupation cost funds and defense cost funds. 

Mr. Fascert. Then you do have the supply that was purchased. 
In other words, is the ‘supply far in excess of requirements for that 
area since you cannot move it out of that area; is that the fact of the 
matter ¢ 
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Major Suriincer. You can move it anywhere in Germany. 

Mr. Fascett. Then the bases upon which you have to measure the 
determination are the requirements in Germany ? 

Mr. Buarr. That is correct. 

Mr. Fasceti. That is the only way to be objective about this thing. 
We are not talking about use in the entire theater or use in the entire 
military system. We are talking about use in Germany, period, for 
as many years as it takes us to use it up, based on whatever the re- 
quirements are in Germany. We could not do anything else with 
the money except give it back, so we spend it ? 

Major Surtmncer. When we have no requirement for a deutsche- 
mark-procured item, then it reverts or is given back to the Federal 
Republic of Germany. 

Mr. Fascetx. I understood that. This raises a question as to the 
determination of priorities of the items purchased under this system. 
If, for example—and the reason I ask the question without relation 
to these two specific items—you bought an item which was bought at 
a good price but which in the German-zone area represented a 50- 
year supply, there is a good chance that it might become excess. On 
the other hand, you might have some very-high priority items which 
could have been bought which had no chance of becoming excess. 
This, to me, seems to be the issue. The question is, How far down 
on the priority list is linseed oil, nails, or whatever you bought? 
T do not have any idea what you bought. 

General WestpHatincer. As you know, at the end of the year you 
have a certain amount of money and in this particular case we were 
going to lose it. You have to have something you can buy quickly. 

Mr. Fascetz. All right. That makes sense. 

General WestrHarincer. These were things that we could buy 
quickly. 

Mr. Fascetz. In other words, you could not buy an airplane 
quickly and you could not buy a tank quickly ? 

General WestrpHatincer. That is right, and a lot of other things. 
We could not use the money for services because we could not spend it. 
aa had to spend the money quickly and this was the logical way of 

oing it. 

Mr. Fascetu. In other words, then I understand from that, that had 
a limitation in some way upon the expenditure of these funds, a time 
limitation ? 

General WestpHatineer. That is right. 

Mr. Fascerz. It made it necessary then for us to go out and buy 
quick-market items, shelf items? 

General WestreHauincer. That is right. 

Mr. Fascetu. Question: How come this happened? I do not know 
that you can answer that question and I do not know that it is your 
responsibility. 

eneral WesTPHALINGER. You are going to be confronted with this 
very problem when one of these days you go back to the States and 
you have somuch money in hand. Are you going to spend it in Paris? 
Are you going to go out and buy things that you can buy quickly? 

Mr. Fasceti. What you are saying is that there was no chance to 
program the expenditure of this money ? 

General WestpHALINGeER. Yes, sir; that was a windfall. We had 
to husband our resources and at the end of the year, just before the 
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funds were about to expire, we got them all together and said, “We 
have this much money and we have to do something about it quick.” 

Mr. Fascetx. Does this open any new areas of questioning by the 
General Accounting Office? 

Mr. Bratr. No, Mr. Chairman. It is an area that we have been 
following since our establishment here in 1952. We have been attempt- 
ing in our examinations in Germany to apply the same safeguards or 
measure of efficiency to the expenditure of deutschemarks that we 
have done on dollars. 3 

Mr. Fasceii. What was the time limitation on the expenditure of 
those funds ¢ 

Mr. Buarr. An annual budget was drawn up. 

Mr. Fascety. What year? What date was it in which we said that 
if they did not spend the money by that date the funds would go back? 

General Marowun. For all practical purposes, there are no occupa- 
tion deutschemarks as such at present. This is what is now known 
as the third defense support year because effective May 5—I think in 
1955—the German Federal Republic became a sovereign nation. From 
that time on the occupation deutschemark, as such, ceased to exist. 
However, there were certain deutschemarks unobligated that by agree- 
ment with the German Ministry of Finance we have continued to use 
for certain things. One of those is construction. There are certain 
construction programs going on. 

Mr. Fasceti. Without limitation? 

General Maroun. Without limitation. However, there are very 
few in that category left. Also, in the claims area, occupation claims 
during that time, they were still coming in. 

Mr: Fascetu. Therefore, without limitation ? 

General Maroun. Without limitation. That was all in the agree- 
ment with the German Government and for all practical purposes we 
are using everything which is dollar backed. 

Mr. Fascett. Except for these exceptions that are without limita- 
tions, what was the cutoff date on the expenditure of occupation 
deutschemarks ? 

General Maroun. There is no cutoff date now. It is more or less a 
no-year obligation, and because they found that they could not spend 
them in time for these projects, construction, and claims for the occu- 
pation period, there are some occupation deutschemarks that we are 
still now spending. 

General WestepHatincrer. What he is talking about is, there are a 
certain amount of deutschemarks that have expired. 

General Maroun. Occupation deutschemarks, as such, are the only 
ones left. There are no others. They have all been obligated. 

Mr. Fascetu. I was a little bit confused because I was under the 
impression from previous testimony that there was a cutoff date by 
which occupation deutschemarks had to be expended and unless this 
fell into one of those exceptional categories without limitation, if 
they were not expended by that time, they would have to be returned 
to the German Government. 

General Maroun. We are getting into another type of deutsche- 
marks. I am talking about occupation deutschemarks, assuch. There 
was a cutoff date but by agreement between this headquarters and 
the Ministry of Finance they extended that so that they would include 
these special] projects. 
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Mr. Fascerz. That was for these funds not expended as of that 
time and the agreement reached extended that without limitation? 

General Maroun. For all practical purposes, the cutoff date was 
May 5, 1955, the day that the Federal Republic of Germany came 
into being. Now there is the Berlin deutschemark which we now get 
from the German Federal Government by agreement and if we do 
not spend this money by the end of the German fiscal year, which 
is the 31st of March of this year, that will revert back to the Germans. 
Those are dollar backed. Those deutschemarks that we spend in 
Berlin are dollar backed, as far as this command is concerned. 

Mr. Fascetx. In other words, you have appropriated funds credit 
for expenditure of deutschemarks that are contributed in Berlin for 
Berlin expenditure? 

General Maroun. Right. There is a section—I think it is 142— 
which exempts the Department of Defense from turning the money 
back to the Treasury, but that, as far as this command is concerned, 
takes dollars for any deutschemarks that we spend. 

Mr. Fascetn. Mr. Blair, then as far as the expenditure of occupa- 
tion deutschemarks outside of Berlin for purposes other than con- 
struction, payment of claims, and these other exemptions is concerned, 
that is a completed phase ? 

Mr. Bram. That is correct. 

Mr. Fascetz. In other words, we have no problem with respect to 
what is going to happen in the future? 

Mr. Buatr. That is correct. In other words, we have gotten into 
a little discussion here, you might say, of ancient history of some 3 or 4 
years ago. USAREUR was following the same procedure for the 
expenditure of deutschemarks as they were for dollars. This partic- 
ular procurement on linseed oil—I do not have in the report the specific 
date of the procurement—but we did find instances of where the officer 
there was requisitioning linseed oil for use in Stuttgart from excess 
property lists. ‘That leads me to believe that the procurement was 
actually made prior to 1955, the cutoff date for all practical purposes 
on the use of these occupation funds. 

Mr. Fascetu. That was the question I had in mind. That is, was 
the expenditure of those funds proper when you knew that Germany 
was going to become a reality? Point No. 2, was the expenditure of 
those funds on what might be called a nonpriority or urgent basis done 
in order to get money to buy shelf items? 

General Maroun. Let me say that the expenditure of deutschemarks 
for these items at the end of the fiscal year under the 

Mr. Fascet. I understand, but getting back to this Berlin detusche- 
mark thing; first of all, before we get into that, have we cleared up 
this question now? Have we covered all the points of that ? 

Mr. Bratr. I think so. 

Mr. Fascety. Did we have a problem with respect to appropriated 
dollar buildup in the Berlin area? 

Mr. Buiatr. We have not conducted any examinations in Berlin ex- 
cept of an exploratory nature, Mr. Chairman. We are not in a posi- 
tion to advise you on their procurement program. 

Mr. Fascetu. Is this a report which is in progress or under con- 
sideration ? 

Mr. Buatr. I think you have reference to an examination that we 
did with respect to the procurement of a stockpile of goods, and the 
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money for that was not appropriated to the Army but was appropri- 
ated to State and used by ICA for the buildup of a stockpile of food 
and other items. 

Mr. Fasceti. That is another problem someplace else. 

Mr. Buair. Not relating to USAREUR. 

General WestrHatincer. I might add that we do keep large stocks 
in Berlin so we do not have to go into another area. For example, we 
have a year’s supply of coal up there and 6 months of food up there. 

Mr. Fascetit. That makes sense. Thank you very much, Major. 
If there is anything that you would like to add to the record, go ahead. 

(Feneral Maroun. I do not think I have anything else, Mr. Chair- 

man. What I am giving is from memory, but generally that is 
the case. 

Mr. Fascexx. I understand. 

General Maroun. As I pointed out, it is ancient history, and com- 
plicated. 

Mr. Fascetu. If you fellows, on further reflection, think that there 
is something you would like to add to the record in order to do an ac- 
curate job of reffecting accurately your position, by all means submit 
it to us later. We will see that it gets into the record, even if it is in 
the form of a narrative statement, so we will have an objective picture 
of this. 

Go ahead, Colonel. 


STATEMENT OF LT. COL. A. B. NIBBELINK, STAFF OFFICER, G-4, 
USAREUR, HEIDELBERG, GERMANY 


Colonel Nipperink. I am Lt. Col. A. B. Nibbelink, a staff officer 
in G4, USAREUR. My subject is Inventory Control and Property 
Accounting. 

I shall discuss inventory control, first, from the installation level, 
and then through the depot level. 

First, I want to state the objective of stockage in USAREUR. 

The objective of stockage in USAREUR is this: Stocks on hand 
at all supply echelons that issue supplies to user organizations and 
units below that of distribution depots will be kept to a minimum 
consistent with the assigned mission. 

Major commanders, that is, the commanding generals, Seventh 
Army and United States Army Communications Zone, Europe 
(COMZ) are responsible for reviewing revisions and approving in- 
stallation requisitioning objectives. That consists of the sum of stocks 
represented by the operating level, safety level, order, and shipping 
time. 

Another responsibility is assuring that regular installation inspec- 
tions are made by liaison personnel on a 6-month cycle to see that 
supply levels are maintained in accordance with existing instructions 
and that inventories, as prescribed, are taken. 

These are the responsibilities [indicating] of the chiefs of the 
technical services. It is their responsibility to take timely supply 
action on all requisitions, directing disposition of excess supplies, 
designating sources of supply for all items, and assuring that quali- 
fied liaison personnel are assigned to depots and supply control 
agencies. 

I would like now to discuss the conduct of inventories. 
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Inventories are conducted at least once each fiscal year on all in- 
stallation stocks. The installation commander has the prerogative 
of doing either cyclic or complete inventories. Special inventories 
are taken whenever warehouse refusals occur, when a location survey 
indicates an unrecorded location of an item, and when zero balances 
occur on stock-accounting records, providing the property officer con- 
siders it essential. 

An inventory adjustment report is used to adjust discrepancies dis- 
closed by inventories. When losses which cannot be attributed to 
normal operations are listed, a report of survey is required. 

The inventory-adjustment report is acted upon by the installation 
commander, who may designate a senior supply officer to examine and 
approve such adjustment in his name. 

Ten days from the time the inventories were taken are allowed for 
action on these reports. Of course, an accountable officer is not au- 
thorized to approve these reports. Disapproval of any items on a 
report results in report-of-survey action to clear all questions of re- 
sponsibility for discrepancies in inventories. 

I will now turn to installation requisitioning objectives. 

With the exception of nonperishable subsistence and medical class 
II and IV supplies, the requisition objective in USAREUR installa- 
tions consists of 30 days, ches normal order and shipping times. De- 
pot liaison personnel check these levels at least once every 6 months, 
as indicated before, to insure that supply levels are realistic and 
adequate. 

The issue or Army stock-fund items is controlled by the issue of 
consumer credits from USAREUR to subordinate commands. Units, 
when requisitioning from a depot, cite these credits in order to ob- 
tain supplies. Proper use of these credits will determine the ade- 
quacy and efficiency of supply for that unit. 
cae preceding data concerned inventory control at installation 

evel. 

Now I shall outline inventory control as practiced by the depots 
and supply control agencies of COMZ. 

hain Gruenther, in his presentation, already discussed our depots 
and their missions. 

Our supply-control agencies review consolidated stock status re- 
ports, first, to establish repair and rebuild schedules; two, to deter- 
mine procurement or requisitioning from continental United States; 
ans three, to determine possible excess declaration, as mentione 

efore. 

Another facet of inventory control is exercised by the use of financial 
inventory accounting reports. 

The chiefs of the technical service divisions in USAREUR brief 
the Assistant Chief of Staff, G-4, quarterly on these reports. Such 
data as stock position dues in or dues out are discussed and explained 
at these briefings. 

Now I would like to discuss MASS. MASS, or modern army supply 
system, has been adopted to help keep the logistical system current 
to cope with methods of modern warfare. This system was installed 
by the Seventh Army on July 1, 1956, and applies to spare parts. The 
system is successful, and the proven elements of the test have since 
been adopted into the army supply system. On April 1, 1957, the 
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MASS system was extended for other elements of the theater. This 
chart will give you an idea of MASS. 

The concept of the MASS system is to substitute improved com- 
munications and fast transportation for stockage. Stockage at unit 
and direct support unit levels is designed to fill 85 percent of all de- 
mands. When the stock of any one item is reduced below 75 percent 
of its requisitioning objective, a replenishment requisition is forwarded 
to the next supply echelon. It is carried on this way: These replen- 
ishment requisitions from Seventh Army depots are transmitted by 
clerical means by the Army Stock Control Center to the Overseas 
Supply Agency in Brooklyn, N. Y. 

At OSA, the requisition is transmitted to, the appropriate technical 
service stock-control center for assignment to a continental United 
States depot. 

The appropriate stock-control point then, in turn, sends it to the 
proper technical service depot and that depot ships a replenishment 
requisition, ordinarily by surface transportation, to an overseas port 
or, as in our case, Bremerhaven, From there it is delivered to a 
Seventh Army depot. 

With project MASS reducing considerably the order and shipping 
time, the system has eliminated the need for maintaining large in- 
ventories of stock in the supply pipeline and in storage in the theater 
of operations. Installation of MASS has reduced the number of 
items stocked and this saves dollars. Supplies which are more fre- 
quently needed by the using units are stocked closer to the users in 
the Army area, whereas those supplies not frequently required are 
stored in the States and shipped.overseas by fast transportation, as 
needed. In this respect, the Army field stock control system has 
employed MASS methods at Army installations throughout the 
world. Whether in Korea or in Stuttgart, Germany, field stock con- 
trol principles apply. As a result, improved parts lists have been es- 
tablished based upon true consumption demand experience; stocks are 
positioned in direct relationship to the requirements of the consumer; 
the numbers of items and quantities at forward echelons have been 
reduced and this reduces storage and accounting costs at these eche- 
lons; realistic replacement factors based on actual demands are es- 
tablished for the computation of requirements. 

This concludes my part of the briefing. 

Are there any questions ? 

Mr. May. No questions other than to comment that I think that 
is a tremendous operation. 

On the other hand, I do have one question. When did you say 
you started the MASS operation ? 

Colonel Nreperink. July 1, 1956. 

Mr. Fascexz. Colonel, have you had any substantial reduction in 
overseas base facilities as a result of this system ? 

Colonel Nrssexinx. I do not think we have had, sir. 

Colonel Arruur. Notas yet. 

Mr. Fascetzt, Are you hoping that that is what will result? 

Colonel Arruur. Yes, sir; that is the ultimate goal in MASS. 

Mr. Fascetu. Reduce the necessity of overseas depot facilities as 
well as stocks ? 

Colonel Arruur. That is right, sir. 
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Mr. Fascexy. I am talking about real property as well as the in- 
ventory itself. 

Colonel Arruvr. Yes, sir. 

General Wesrrnatincer. I think there is another angle to this. 
While we are trying to reduce the stocks, we still want to distribute 
them. If one depot is hit we will not lose everything. We have dis- 
persion. If you are thinking of losing or giving up some of the real- 
estate facilities, I do not know that we are going to be able to do that. 

Mr. Fascetx. The reason I asked the question is because I under- 
stood the Colonel to say that 85 percent of requirements is on-base 
per installation, per command. Is that right? 

Colonel Nrssetinx. We try to take care of 85 percent of our re- 
quirements. 

Mr, Fascett. You are not maintaining, for example here, 85 per- 
cent of your requirements ? 

Colonel Nispetinx. Not necessarily. 

Mr. Fasceitt. What you mean is that you are retaining 85 percent 
of your requirements somewhere in this command ? 

olonel Arruur. I think I can explain that this way: In Ordnance 
alone there are approximately 180,000 line items that you could use 
sometime on some piece of equipment. Through actual demand ex- 
perience in 180 days we have determined up in the Seventh Army 
that we require 17,600 line items to meet 85 percent of their require- 
ments. All the other lines that we used to carry up there we have 
now taken out of the Seventh Army. They have 17,600 line items of 
fast-moving items. The backup is at COMZ where we keep—— 

Mr. Fascett. Your slow-moving items, you requisition out of the 
United States and 85 percent of your current needs here? 

Colonel Arruvr. That is right. 

Mr. Fasceti. Actually you are going to need all of the facilities 
you now have? ‘That is what General Westphalinger was getting at. 

General WesrrHatincer. There may be some shrinkage. 

Mr. Fascexx. It will not be substantial? As far as real estate is 
concerned, that means that there will be no great reduction of per- 
sonnel particularly ? 

What we are getting at now is an efficiency of operation through 
the reduction of inventories. 

General WestrHaincer. To the extent that you are reducing in- 
ventories and the number of items you are handling, then you are 
reducing the personnel. 

Mr. Fasceu. Yes. 

General WestreHatrNcer. As you say, it is a more efficient 
operation. 

Mr. Fascewu. In the General Accounting Office are there any prob- 
lems that come up with respect to this? 

Mr. Buatr. No, Mr. Chairman. I did not talk to Colonel Arthur, 
but I talked to General Hackett, the former comptroller, and Gen- 
eral McNamara, the G4, at the time. MASS was inaugurated in the 
Seventh Army on a test basis. It was found successful so we have 
been informed, and it was initiated on April 1, in COMZ. After it 
has been in operation about a year, then we will be in to make a test 
study. We have not yet had an opportunity to go down to the 
Seventh Army to get a briefing. Our workload has not permitted us 
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to go down. We do want to go down and get a briefing on how they 
operate there and use that experience at the time we conduct our 
audit of the MASS operation. } 

You cannot help but come in contact with it. We have just com- 
pleted an examination of the Signal Supry where we came in con- 
tact with it but we are staying away from MASS. 

Mr. Fasceti. Overall? 

Mr. Briar. That is right. i 

Mr. Fascetu. Is there any systems problem? That is, is there any 
internal systems problem or anything like that on it? 

Mr. Bratz. We do not know. They have their problems. 

Mr. Fasceti. You are going to wait and find out a little later ? 

Mr. Buiatr. That is right. 

General WestpHALINGER. We have a systems problem. We have a 
very difficult time geting qualified personnel to run the system. 

Mr. Fasceti. How about GAO in this area? Can they render any 
assistance as far as that is concerned ? 

Mr. Buatr. I missed your first comment. 

General WesrrHaincer. I said we have a difficult time getting 
trained and qualified personnel to run this system. 

Mr. Buarr. We want to hold onto our personnel but we will be 
happy to work with them and have been. Iam very happy to say that 
about 2 years ago working through General McNamara, we had ex- 
cellent relations. It is our hope to reestablish a joint systems team 
with USAREUR that will come up with the same excellent studies as 
the original team. We would want representatives from USAREUR, 
Supply and Comptroller shop and our organization. The team would 
study the systems problem they have in the Supply area for the pur- 
pose of establishing an efficient, system that is costing less money and 
man hours. We have met with marked success in that. We like to 
point with pride to the work we did in the Quartermaster with USA- 
REUR. We worked together with USAREUR and devised a new 
screening procedure that we feel is operating to the advantage of the 
military and the taxpayer. 

Mr. Fascetn. This is some more of that preventive medicine ? 

Mr. Buarr. Preventive medicine. 

Mr. Fasceiy. That is fine. 

Are there any other questions ? 

Mr. Potanp. I would like, Mr. Chairman, to ask the colonel a ques- 
tion. 

[ understood you to say you are moving your stocks closer to the user. 
Does that mean a requisition on a consumer basis or does it mean 
depots that. are located close to the ultimate user ? 

Colonel Nrpee.tink. We try to locate our depots as close as possible 
to the user. Iam sure that you can realize that that is not possible in 
all cases, but the supplies as they come back from the States on a requi- 
sition basis or replenishment. basis go directly to the Army depot 
where they are picked up by the using unit. 

Mr. Potanp. When the using unit picks it up, is that a requisition 
so that it is picked up at your base ? 

Colonel Nrspetink. I think it is washed out of the system. 

Mr. Potanp. I have here a reference to the financial inventory ac- 
counting. Can you tell us what that is and where it applies? 
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Colonel Nispetinx. Financial inventory accounting is a report that 
comes up to our headquarters on,a quarterly basis, as I mentioned. 
In that FIA report, it indicates the total dollar volume of the inven- 
tory, the number of items due out, the number of dollars excess, and 
so on. 

The Technical Services consolidate them for the installation at the 
depots and we review it. First, it is sent to the Technical Services 
Division where they are studied and then they go over to G-4 where 
they are reviewed. 

Mr. Poxuanp. Do the depots use this FIA system? Do the depots 
use them ? 

Colonel Nispetink. Yes, sir. 

Mr. Poranp. What kind of items do they cover? Is there a dollar 
value ceiling to which they apply ? 

Colonel ArrHur. No, sir. All of our equipment in the dollar cate- 
gory we can tell that within this command by the dollar value of our 
stocks, down to and including the depot level. For instance, when the 
statement was made today that the inventory of this command 
amounted to $1.7 billion, that came from our financial inventory 
accounting system. It is the same system used in the United States. 
The first time that system came into effect was the first time we had 
been able to give an exact figure. 

Mr. Potanp. How long have you had it going ? 

Colonel ArrHur. Over here it went into effect in 1954. It started 
in the United States on July 1, 1953. 

Mr. Potanp. Keeping this dollar value accounting does not conflict 
at = with the property inventory? You have both dollar value and 
item 

Colonel Arruur. Both. What FIA does is to allow the manager to 
manage where before he had 180,000 cards to go through and now 
with this by category he can look at the trouble area and see it 
immediately. 

Mr. Poranp. I heard about it and I thought it ought to go some- 
where in the record. 

Thank oe for telling us. 

Colonel Artuur. I would like to go back to the deutschemark- 
operen item for a moment, as to whether or not we can export 

eutschemark-procured stuff out of Germany. 

There has been equipment that we have by agreement with the Ger- 
man Government—when it was strictly for the use of that unit—being 
transferred back to France and they have allowed them to take it with 
them. Right now the status of forces agreements are under negotia- 
tions. In those agreements we are trying to obtain—the State De- 
partment and our representatives—blanket authority to remove this 
stuff to other countries in Europe where our forces are. 

Mr. Fascetzt. Thank you. 

Mr. Bucktey. Mr .Chairman, on that same point we still have not 
cleared one thing, I do not believe. 

I heard you ask several times, how long prior to the cutoff date on 
these occupation deutschemarks did the command know the total 
amount of deutschemarks to be spent? How long prior to the final 
date did you know the total amount to be spent? 
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General Maroun. I cannot answer that question. I do not know 
if there is anyone who can. 

Mr. Buckiey. We mentioned this as a crash program and the fact 
that we had to spend it in a hurry to get rid of these things. Un- 
doubtedly there was some sort of programing is the point the chair- 
man was making. I was wondering what the element of time involved 
was. Was it 6 months prior to this cutoff date, or a year? 

- General Maroun. I can only venture a guess. I would guess about 
the time that this deutschemark question, occupation deutschemark 
question, came to an end, and the Federal Republic came into being, 
they did not have enough definite information at that time to get their 
financial planning into proper perspective. 

I suspect that they thought they were going to have occupation 
deutschemarks longer than that. I doubt if they had any agreements 
with the German Government at that time as to how much they were 
going to pay to the occupation forces as they do now, a certain share. 
Incidentally, this is in a nebulous area. Even now they have not 
resolved how much money we will get from the German Government 
in deutschemarks. I suspect then they had the same trouble in the 
occupation area and therefore it has been a living problem from month 
to month. 

Mr. Buckxiey. What is the total number of items in this field where 
the nails and linseed oil is concerned? Is it 200,000 items or 2,000 
or 200? 

Mr. GawLowicz. I can answer that. 

My name is Gawlowicz and I am in the Engineering Division. 

That, sir, is hard to answer. In just the repair and utility line it 
is roughly 15,000 line items. This crash program did not apply only 
to this, but any other operation and supplies that people in the field 
felt they were going to need. 

Mr. Bucktey. This could apply to 15,000 or 200,000 items? 

Mr. Gawtowicz. Yes. 

Mr. Buckiey. What was the system of priority again, as the chair- 
man asked, in the selection of nails and linseed oil over the other items 
that were probably of equal or greater importance ? 

Mr. Fascett. He has already answered that; stuff you could go 
out and buy quickly. 

General Mappox. And which would move fast. 

General WesteHALincer. Something really needed. 

General Marocn. Could I say something off the record ? 

Mr. Fascety. Yes. 

( Discussion off the record. ) 

Mr. Fasceiy. On the record. 

General Maroun. I would like to express my appreciation to Mr. 
Blair and Mr. Tyree for the fine assistance they have given the Comp- 
troller, not only under General Hackett but since I have been there, 
in this preventive maintenance policy that has kept us out of trouble. 

Mr. Fascett. We were very happy to hear of the fine cooperation 
that was evidenced also on the part of the command by working with 
the General Accounting Office and taking the action and doing the 
things necessary to improve your own operation. I think it is very, 
very fine. 
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General Hodes, thank you very much for your splendid presenta- 
tion and I would like the record to show that. I am sure that I speak 
for all of the members of the committee. 

This was a very clear and concise presentation and all of your staff 
was thoroughly prepared, which made it very easy for us to get right 
to the areas in which we are interested. We are extremely appre- 
ciative for that and we also want to thank you for the splendid courtesy 
that you have shown all of us. . 

Thank you very much. 

General Hopes. Thank you, Mr. Chairman. 

Mr. Fasceti. With that, the subcommittee will adjourn. 

(Thereupon, the hearing was adjourned at 2: 50 p. m.) 
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GENERAL ACCOUNTING OFFICE IN EUROPE 


(A Review of GAO Activities in Connection With. Certain 
Federal Expenditure, Procurement, and Inventory Practices 
in Europe) 


MONDAY, SEPTEMBER 16, 1957 


House oF REPRESENTATIVES, 
SUBCOMMITTEE ON EXECUTIVE AND 
LEGISLATIVE REORGANIZATION OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
American Embassy, Rome, Ltaly. 

The subcommittee met at 11:05 a. m., American Embassy, Rome, 
Italy, Hon. Dante B. Fascell (acting chairman), presiding. 

Present : Representatives Harden, Michel, and May. 

Also present: Christine Ray Davis, staff director; Orville S. 
Poland, general counsel; Orville J. Montgomery, associate counsel ; 
John W. McGarry, assistant counsel; J ohn | R. Buckley, staff member : 
and John P. Carlson, minority counsel. 

Mr. Fascetyi. The subcommittee will come to order. 

This is a meeting of the Subcommittee on Executive and Legislative 
Reorganization of the Committee on Government Operations of the 
House of Representatives. 

We wish to express our appreciation for your presence and also to 
apologize for the fact that we are late this mor ning. We had in- 

tended to start promptly at 10 o’clock but we were notified at a very 
late hour last night of our audience with the Pope, which had been 
granted for this morning quite early. So, we have all been up since 
6:30 this morning. The audience was a very pleasant visit, but it has 
made us an hour late. If we have inconvenienced anybody, we trust 
you will understand. We apologize. 

We do appreciate your waiting. 

Mr. Francis Deak, the counselor for economic affairs, who was to 
be our first witness this morning, waited until 10:20 and announced 
that he had a very important meeting with FAO and has departed 
for that meeting. He will not be available any further for this com- 
mittee. We regret that our delay has made it impossible for us to 

talk to Mr. Deak about matters that we consider very important, but 
perhaps we will have another opportunity. 

The purpose of this committee is to study the operation of and the 
problems encountered by the General Accounting Office, European 
Branch. 

With that in mind, we have visited the main office and field stations 
concerned and this visit to Rome is a part of that itinerary. We have 
been particularly interested, not only in the operations of the General 
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Accounting Office but in the major areas of their surveys and investi- 
gations and reports, all of which deal with the economy and the 
efficiency of the operations of the Government, which is the prime 
jurisdiction of this committee. 

It is within that frame of reference that we visit Rome, Italy, today 
to discuss with the proper people the various problems that they have 
encountered and the General Accounting Office has reviewed. 

Do any of the other members wish to make a statement for the 
record ¢ 

Mrs. Harpen. I believe not. 

Mr. Micuex. No. 

Mr. May. No. 

Mr. Fasceti. All right, Mr. Montgomery, I guess we are ready to 
start. 

Mr. Montcomery. Mr. Chairman, we have present with us this 
morning Col. Hadley E. Jenkins, who is the Chief of the Ordnance 
Procurement Center of the Army. Colonel Jenkins, as a part of 
his responsibility, is charged with the duty of recovering certain local 
taxes from the Italian Government. 

Mr. Fascetxi. Colonel, I think it would be well to start by identify- 
ing yourself, and the people you have with you, for the record, so 
the committee will know who you are. Then you might give the 
committee something of your background. 


STATEMENT OF COL. HADLEY E. JENKINS, CHIEF, ORDNANCE 
PROCUREMENT CENTER, ARMY (0SP), ROME, ITALY 


Colonel Jenkins. My name is Hadley E. Jenkins, and I am the 
chief of the Ordnance Procurement Center, Rome, Italy. 

My chief of the industrial branch is Capt. Richard F. Amity, 
United States Army. 

My price analyst is Mrs. Stella Nafziger. 

I was assigned to this position in Italy on the 4th day of May 
1957. My previous assignments were with the Requirements Divi- 
sion as Deputy Chief for Logistics, Washington, D. C. Prior to 
reporting for duty in Italy I was interviewed by the Ordnance Pro- 
curement Center Headquarters in Sandhofer, Germany. At that 
particular time I was instructed to do my utmost in the settling of 
contracts here in Italy. Those contracts are dated back to 1952. 

Mr. Fascerz. Colonel, were those contracts covering both ques- 
tions of no profit and other questions ¢ 

Colonel Jenkins. No profits was not discussed at that. particular 
time. I was merely instructed to settle the tax question pertaining to 
these contracts. 

Mr. Fascety. Did the question of no profits arise later ? 

Colonel Jenkins. Yes, sir. 

Mr. Fascetz. Did you receive any instructions with respect to 
that’ 

Colonel Jenkins. I received no instructions pertaining to no 
profits. However, I did see copies of telegrams which were sent to 
the American Embassy here. At that particular time I discussed 
these profits with the legal section of the American Embassy and at 
that particular time was told that they did not pertain to me and it 
would be taken care of otherwise. 
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Mr. Fasceitit. When was this? 
Colonel Jenkins. This was approximately 2 weeks ago. That was 
at a conference I had with Mr. Adams and it was on government-to- 
government contracts. 

Mr. Fascett. You were advised 2 weeks ago that on government- 
to-government contracts involving the question of no profits, this 
) was outside of your jurisdiction ¢ 

Colonel Jenxins. That is correct. I would like to add there that 
I did not know which contracts were government-to-government or 
which concerns or firms or contractors had any government interest, 
Italian Government interest. I still do not know. I still do not 
have that list. 

Mr. Fascett, Where are you supposed to get it from? 

Colonel Jenxrns. That list is being retained, to the best of my i 
ar a by the United States Treasury representative here in . 

taly. 

Mr. Fascetx. Attached to the Embassy ? 

Colonel Jenkins. Yes, sir. 

Mr. Fasceti. Who is he? 

Colonel Jenkins. Mr. Ghiardi. 

Mr. Fascet. It is your information that Mr. Ghiardi, the Treasury 
reprsentative attached to the Embassy, has this list ¢ 

Colonel Jenkins. That is right. 

Mr. Fascett. What was your position with respect to any procure- 
ment contracts that might have involved the question of no profits 
prior to 2 weeks ago? What brought this thing about that caused 
you to have a conference with Mr. Adams? Precaution on your part ? 

Colonel JenxiNs. Precaution on my part. I have a list of con- 
tracts with audits on them and with certain amounts of taxes that we 
are to recoup. 

Mr. Fascexu. If possible? 

Colonel Jenxrns. If possible, for the United States Government. 

Mr. Fascetu. This is directly your responsibility; right ? 

Colonel Jenkins. Yes. 

Mr. Fascetu. The question of recoupment of taxes ? 

Colonel Jenkins. That is correct. However, I would like to add 
at this time that I did not know how much or what taxes I am to 
recoup. 

Mit Fintan: You are talking about contracts from 1952 on up? 

Colonel Jenkins. Yes, sir; all of them: 

Mr. Fascext. Is this list that you have available to the committee? 
Can we put it in the record ? 

Colonel Jenxrns. I would have no objections to it going into the 
record because I feel that whatever I do on this, and whatever I give 
to you will give me, shall we say, a club to settle it. 

Mr. Fasceu. If there is anything we can do to help you settle it, 
we want to do it. 

Without objection, the document headed “Status Tax Claimed as of 
August 31, 1957” will be received in evidence. 
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(The material referred to is as follows:) 


Status tax claimed as of Aug. 31, 1957 

















| | 
| Amount 
Name of contractor | Contract} Audit report number | Date of Amount withheld 
| number | audit | claimed | other than 
| | | taxes 
‘ | } | 3 
Webbe asi th Ut } 14 | EURO-M-1 (16)______| Jan. 3, 1957 None | 
TOOide 6ebewsap aansees’ 15 }, EURO-M-2 (16)... ...|.....do_-...--. None |-++- 
Meee deral. tate, 16 | EURO-M-3 (16)_..-..| Jan. 18, 1957 $54, 400. 00 
Sime ri call bi9 28 | EURO-M-6 (16)._-___| Dee. 20, 1956 | 32, 156.00 |. ._- 
PC. Son abke ale -| 31 | EURO-M-14 (16)__.--| Jam. 22, 1957 84, 140, 00 \-- 
BPD. pciisutis ee a 33 | AE 8011-55............| Aug. 24, 1955 116, 031. 83 | __- 
Peeuene. .........- einen 34 | EURO-M-16 (16)_____| Feb. 5, 1957 BG, Tie geeks eas en nk 
ih Soo eb kd a San 47 | EURO-M-20 (16)__._.! Dee. 27, 1956 | 9, 275.00 j_.- 
ENP g canucyan spl hliptt 48)\| EURO-M-21 (16)_--..|/Jam. 2, 1957 | 82,678.00 |__. 
Pignone________-- 7? 58 {| EURO-M-17 (16)-.___| Feb. 5,1957 | —71, 336,00 |__- 
Ome.3f2. sR. 211 J__! | 90 | EURO-M-24 (16).__._| Feb. 11, 1957 4, 756.00 |___- 
eh  eataed tll alias | 91 | EURO-M-25 (16)_.---| Feb. 15, 1957 | yy Se ee ere 
SRS Secsd.2 aaoliceas ta. | 97 | EURO-M-22 (16)__...| Jan. 2, 1957 | 24, 435. 00 |- 
Ed aecspdis 101 | EURO-M-26 (16)...-.| Feb. 11, 1957 | Lig OD fn v cu eeeks dil 
Moncenisio.._.........._- 111 | EURO-M-27 (16)...-.| Feb. 15, 1957 78, 807.00 |___. ¢ 
thes Lie boas 112 | EURO=M-29 (16)____- Feb. 11, 1957 46,919.91 |___- i 
Cn 113 | AE 8007-55_...._......| Jume 24, 1955 351, 348. 25 j--.-.-. e 
ee tee cae ee | 131 | EURO-M-7 (16)_____- | Dec. 19, 1956 UG OO Vanessa 55s ~n 
Bermercdelli_-.._......i...] 139 | EURO-M-30 (16) __.-- | Jam. 18,1957 10, 816.00 |....--- — 
eM hain ada 7 144 | EURO-M-15 (16).___- | Jan. 22,1957 166, 481.00 |___- i 
I stk arn n gate 177 | EURO-M™}4 (16)__.--: } Jan. 18, 1957 93, 130.00 |_-_-...--.-- 
reso anak dmon tanen | 310 | EURO-M-8 (16)__--_-| Feb. 1, 1957 Es ae ee 
1 i PME STE EE 327 | EURO-M-9 (16)__- __- Pee ae canes None |. ‘ 
tiene edhe 329 | EURO-M-10 (16)_..._|-....do._____.. 125, 000.00 | ! $375, 000. 00 
Mtoe cent cu ok won 383 | EURO-M- (16)____-- Feb. 5, 1957 SORE Jeanceqeupgi nos 
Moneenisio__...........-- TBA cea indents) aL Jess. 37, 736.00 |_..._-.- Pe 
Nuove Reggiane...______ RO Nh Sng Se oe Es _...-| 2 25,675. 00 
Off. Meccaniche-_ 456 | EURO-M-32 (16)____- Feb. 5, 1957 | 75, 000. 00 | (3) 
a ee GBD) 3s. . 55cr )caes 66 5. ee selbckclenccu- wien So 4 ope aeld 4 90, 240. 00 
Sigme..2.....- Oe ose ce aad itcpee The gee) , --| 476, 493. 87 
| } ese ipsctcpinentl | ae 
ial ge es See Fe oa _..| 1,997, 219.14 | 567, 408. 87 











1 Price redetermination. 

2 Claim (latent defects, rusty ogives). 

’ Although the audit report shows $71,457.26, $75,000 is being administratively withheld by the contract- 
ing officer. 

* Possible recovery on royalties paid for use of SOFAM forging method. 


Nore.—In addition to audit reports noted above, there are contracts both in Italy and in Greece, which 
are in the process of audit by AAA that might result in claims. It is not possible at this time to furnish 
any factual information regarding these contracts until aforementioned reports of audit are received. 


Mr. Monteomery. Colonel Jenkins, in order that the committee 
may have a proper frame of reference for the discussion of this prob- 
lem, would you give us briefly the provision of the bilateral tax agree- 
ment with Italy? 

Colonel Jenxins. If I may, I would like to call on my price analyst 
to give that, Mr. Montgomery. 


STATEMENT OF STELLA NAFZIGER, PRICE ANALYST, OFFSHORE 
PROCUREMENT, ROME, ITALY 


Mrs. Narzicer. There was an exchange of notes in March 1955 
between the Italian Government, Ministry of Finance, Mr. Vanoni 
and his Excellency, Mr. Dunn, American Ambassador. 

The intent. was only that our prices will be exclusive of taxes and 
that the two Governments would determine the implementation of 
how to bring that about and that we would not pay taxes. 

Mr. Fascett. Do you have the exact wording from something that 
you can read into the record ¢ 

Mrs. Narzicer. Here it is. 


Ww 


1 
I 
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Mr. Fascetx. Is that copy available to us for the record ¢ 
Mrs. Narzicrer. Yes. 


Colonel Jenkins. Would you care to have this read ¢ 

Mr. Fasceti. That is the idea, so we can get an understanding of 
what you are up against. 

Mrs. Narzicrr (reading) : 


* * * Recently discussions have been held between the Governments of Italy 
and of the United States of America on the subject of Italian taxation insofar as 
it may affect certain United States expenditures for the common defense. These 
discussions have been conducted on the basis of the agreed principle that expendi- 
tures made in Italy by the United States for the common defense should be free 
of Italian taxation. In the course of these discussions, certain understandings 
have been reached, which I am pleased to communicate to you as the under- 
takings of the Italian Ministry of Finance: 

1. Relief will be granted by Italy from Italian taxes in the manner specified 
in the annex to this note. Such tax relief will be applied to all United States 
purchases in Italy of armament, equipment, materials, facilities, and services for 
the common-defense effort. The common-defense effort is understood to include 
existing foreign-aid programs of the United States. 

2. The taxes for which relief will be provided in the manner specified in the 
annex are the Italian: (@) transactions tax (imposta generale sulla entrata) ; 
(b) taxes on production (imposta di fabbricazione), including taxes on textiles 
(imposta sui filati delle fibre tessili) and petroleum products (imposta sugli 
olii minerali) ; (c) registration of contracts tax (imposta di registro) ; (d) taxes 
on construction and building materials (imposta di consume: materiali per 
costruzioni edilzie) ; and (e) import duties (imposta doganali). 


Mr. Fascetn. This is the list of taxes to be excluded ? 
Mrs. Narzicer. Specifically. 


3. The tax relief granted under this note and the annex thereto will be 
applied independently of possible limiting provisions contained in agreements 
concluded earlier and will supplement the tax benefits currently enjoyed in 
Italy by the United States. The relief so accorded will apply to all payments 
of the United States of the character described herein which are made after the 
date of this note. 

4. With respect to any taxes not specifically referred to in this note which 
might be found to be applicable to expenditures of the character described 
herein, the two governments will consult with a view to arriving at mutually 
satisfactory arrangements consistent with the spirit of this note. 


Mr. Fasceii. That applies only to those taxes that are not specifi- 
cally listed in the agreement ? 
Mrs. Narzicer. That is correct. 


5. Similarly, if other special situations should arise with respect to taxes of 
the type covered by paragraph 2, such situations will be discussed between the 
two governments in the spirit and within the terms of the understandings of the 
present note. If necessary, the Italian Government will examine the feasibility 
of sponsoring appropriate legislation. 


6. The laws of Italy with regard to social security and other contributions 


related to the employment of individuals are not affected by this agree- 
ment— 


And so forth. 


Mr. Fascetu. I think we can skip the rest of that and put it in the 
record. 

Mr. Montcomery. Perhaps we should get the implementing pro- 
cedures. 

Mr. Fascerxi. And annexes. 

Mrs. Narzicer. I might note that it will be possible for Italy to pro- 
vide the tax relief described in the note of the Minister of Finance of 
March 5, 1952, within the framework of existing legislation and in the 
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manner prescribed below which merely tells them which ministries 
they will go to get these data and how they will go about doing it. 


That implementation is summarized in a manner which states that the “I 
Ministry of Finance will be the Ministry which helps those people to Min 
eB ; ue 6 . ‘ tion 
do this, and that was stipulated. However, it is not in this. “4 
Mr. Monteomery. Perhaps we can develop that by interrogation. on | 
Would you tell us something about it? 5, 
Mr. Fascety. Before you get onto that, let us get this copy over to pg 
the reporter because it is going to be made a part of the record . iu 
Mrs. Narzicer. And a résumé developed by the proper firms. will 
Mr, Fascetx. If you have a copy of that for the record, will you incl 
please. pass it over ? be | 
, 2 rein 
Mrs. Narzicer. Yes. Upc 
Mr. Fasceixi. Will you hand that to the reporter? Without objec- pro 
tion, it will be included in the record. am 
(The material referred to is as follows:) conn 
His Excellency MINISTER EzIo VANONI, be 1 
Minister of Finance. con 

EXcELLENCY: We have received your note (with attached annex) of March is, 
5, 1952, which reads as follows: tax 
“Recently discussions have been held between the Governments of Italy and of the 
the United States of America on the subject of Italian taxation insofar as it acc 
may affect certain United States expenditures for the common defense. These it i 
discussions have been conducted on the basis of the agreed principle that ex- clu 
penditures made in Italy by the United States for the common defense should u 
be free of Italian taxation. In the course of these discussions, certain under- ser 
standings have been reached, which I am pleased to communicate to you as the wil 
undertakings of the Italian Ministry of Finance: Th 
“1. Relief will be granted by Italy from Italian taxes in the manner specified ane 
in the annex to this note. Such tax relief will be applied to all United States ma 
purchases in Italy of armament, equipment, materials, facilities, and services ma 
for the common defense effort. The common defense effort is understood to in- out 
clude existing foreign-aid programs of the United States. wh 
“2. The taxes for which relief will be provided in the manner specified in tra 
the annex are the Italian (a) transactions tax (imposta generale sulla entrata) ; me 
(d) taxes on production (imposte di fabbricazione), including taxes on textiles est 
(impose sui filati delle fibre tessili) and petroleum products (imposta sugli Ww! 
olii minerali); (c) registration of contracts tax (imposta di registro); (d) or 
taxes on construction and building materials (imposte di consumo: materiali ; the 
per construzioni edilizie) ; and (e€) import duties (imposte doganali). am 
“3. The tax relief granted under this note and the annex thereto will be ap- cel 
plied independently of possible limiting provisions contained in agreements con- 
cluded earlier and will supplement the tax benefits currently enjoyed in Italy po 
by the United States. The relief so accorded will apply to all payments of the be 
United States of the character described herein which are made after the date Ur 
of this note. we 
“4, With respect to any taxes not specifically referred to in this note which ca 
might be found to be applicable to expenditures of the character described th 
herein, the two Governments will consult with a view to arriving at mutually m¢ 


satisfactory arrangements consistent with the spirit of this note. 

“5. Similarly, if other special situations should arise with respect to taxes of 
the type covered by paragraph 2, such situations will be discussed between the 
two Governments in the spirit and within the terms of the understandings of 
the present note. If necessary, the Italian Government will examine the feasi- 
bility of sponsoring appropriate legislation. 

“6. The laws of Italy with regard to social security and other contributions 
related to the employment of individuals are not affected by this agreement. 

“7. These undertakings enter immediately into effect.” 
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ANNEX 


“It will be possible for Italy to provide the tax relief described in note of the 
Minister of Finance of March 5, 1952, within the framework of existing legisla- 
tion and in the manner described below : 

“1. With respect to procurement of goods and services: Procurement by or 
on behalf of the United States of the character described in the note of March 
5, 1952, will have the benefit as exports of fiscal exemptions. (a) For IGE, the 
system applied will be: (i) Exemption for such purchases from the payment 
of the normal tax applicable to the last sale; (ii) reimbursement of the IGE, 
already included in the price of goods so procured. The Minister of Finance 
will determine, through ministerial decree, the amount of the IGE actually 
included in such categories of goods and the amount which accordingly will 
be reimbursed on such purchases of the United States. This amount will be 
reimbursed by the Ministry of Finance to the vendor to the United States. 
Upon prior notification of the American authorities of categories as to which 
procurement may be made, the Italian Administration will be able to state the 
amount of tax reimbursable in each such category, and will give this informa- 
tion to the American authorities even before publication of the decrees in the 
Official Gazette. The price paid by the United States to the vendor thus will 
be net of taxes. (iii) Exemption of the tax on the furnishing of services under 
eontracts for processing, repair, or rebuilding of ‘nonnationalized’ items (that 
is, not formally incorporated into the Italian economy). (b) For production 
taxes including those on textiles and petroleum products, the allowance or 
the reimbursement will be conceded or maintained by the Ministry of Finance 
according to current procedures. (c) For the tax on registration of contracts, 
it is hereby made clear that no tax is applicable on contracts stipulated or con- 
cluded outside of Italy. 

“2. With respect to construction in Italy and the procurement of goods and 
services intended for the common defense in Italy: The Italian Administration 
will assume the burden of taxes affecting expenditures of the United States. 
The taxes included in this article are the IGH, the registration of contracts tax, 
and every other tax that can be applied to procurement or to construction or 
maintenance thereof, including such consumption tax on building materials as 
may possibly be chargeable. (a) Where procurement or construction is carried 
out by the Armed Forces of the United States, or by means of a contract to 
which the United States or an agency thereof is a party, the Italian Adminis- 
tration will sustain that part of the cost which can be attributed to the above- 
mentioned Italian taxes. Appropriate agreements will be made with the inter- 
ested Italian ministry concerning the procedural aspects of this paragraph. (b) 
Where procurement or construction is carried out by the Italian Government 
or by its armed forces, the United States will reimburse the Italian Government 
the agreed part of the total cost of the construction or procurement less an 
amount established by application to the United States contribution of the per- 
centage of taxes in the total cost. 

“3. (a) Import duties are currently suspended with regard to the more im- 
portant articles of a military nature imported into Italy. Such exemption will 
be extended, insofar as possible, to all articles imported by or on behalf of the 
United States, having the character of defense or other aid within the frame- 
work of common defense. (b) Customs duties for which exemption or allowance 
cannot be conceded under current regulations will be assumed as a burden by 
the Italian Administration. (c) For articles bought by the American Govern- 
ment for defense or other aid purposes, there will be applied the reimbursements 
of duties foreseen by existing customs law.” 

We hereby express our agreement to the above note and annex. 

Please accept, Excellency, the assurances of my highest consideration. 

JAMES CLEMENT DunN, American Ambassador. 

Rome, ITaty, March 5, 1952. 
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Mr. Montcomery. As a practical matter, how does this work? ] 
Does the contractor reduce his contract price to the United States in bui 
the estimated amount of taxes? 
Mrs. Narzicer. In practical effect you must recognize that as 
Colonel Jenkins mentioned, these contracts start from 1952 forward, ths 
There have been several changes of Italian law during that time. ] 
Mr. Monteomery. By “Italian law” you mean a tax decree estab- ot] 
lishing the rate? ne 
Mrs. Narzicer. Yes. For all practical purposes, there are various th 
Italian laws which govern taxes for all exports out of Italy. For the we 


purpose of implementing the decree, all OSP contracts are considered 
exports, so that automatically that will fit them within a framework 
that will be governed by decree rather than special legislation. For 


the purpose of giving us special consideration for the first two periods, esi 
special decrees came out by contract. For instance, for a 155 shell it 
would be so much reimbursement on the selling price and that would to 
represent the contractor’s reimbursement of taxes and so much of the 
selling price would represent customs. co 

Mr. Monteomery. The contractor is then to eliminate that from his ot 
contract price? That is what he is supposed to do? 

Mrs. Narzicer. Originally there were no such decrees. He went to It 
this Ministry and furnished an analysis of what he knew to be taxes ul 
which should come under the framework of this agreement. That is 
the way he would send it forward to them and in most cases during tr 
negotiations that was eliminated from the selling price. The decree hi 


then would be issued by the Italian Government which in some cases 
would meet that percentage and in other cases would not. 


Mr. Fascerx. Let me see if I understand what you said. We are cl 
talking about contracts which had already been let at this point be- m 
cause this agreement was reached subsequently ? ti 


Mrs. Narzicrer. No, the agreement was reached first but the decrees 
came out subsequently. 


Mr. Fascett. When that came out, it came out from this Ministry b 
which was charged, according to Italian law, for implementing this 
agreement ? r 
Mrs. Narzicer. That is correct. 
Mr. Fasceti. The Ministry of Finance? tl 
Mrs. Narzicer. The Ministry of Finance. 
Mr. Fascett. When an Italian contractor went to the Ministry of n 


Finance for tax credit or tax relief, they issued a decree; is that right? 

Mrs. Narzicrr. If a decree had not been issued up to the moment. 
Many times it had finally come through before he was ready for 
reimbursement. 

Mr. Fasceti. The contractor could apply for it at any point in the 
contract ? 

Mrs. Narzicer. Only after he agreed to deliver for export. 

Mr. Fascett. At the time he bid? 

Mrs. Narzicrr. No. 

Mr. Fascety. This decree which is finally handed down determined 
what amount the Italian Government will allow as a credit? 

Mrs. Narzicrr. As a reimbursement. 

Mr. Fasceti. Reimbursement to the contractor for taxes which he 
has actually paid the Italian Government? 

Mrs. Narzicer. That is correct. 
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Mr. Fascetu. Does the same principle apply where the taxes are due 
but have not been paid ? 

Mrs. Narzicer. In effect it would, sir. 

Mr. Fascetu. If the taxes are due, then he still gets a decree and 
that makes it unnecessary for him to actually transfer the cash ? 

Mr. Narzicer. There is no transfer of cash at that moment. In 
other words, we take out what we consider taxes at the moment we 
negotiate the selling price. If he does or does not get what he paid, 
that is something that, at that time, we do not consider an item that 
we should go into. 

Mr. Fascexu. Unless his credit is more than what we have taken out ? 

Mrs. Narzicer. That was not considered in the negotiations, sir. 

Mr. Fasceuz. I understand that, but it would raise a problem if we 
estimated incorrectly ? 

Mrs. Narzicer. We did not estimate. The Italian Government 
told the contractor what—— 

Mr. Fascexz. In other words, we had no analysis at the time the 
contracts were let whether the estimate was high, low, indifferent, or 
otherwise ? 

Mrs. Narzicer. We were furnished copies of what he furnished the 
Italian Government, but they were never made a part of that partic- 
ular negotiation. 

Mr. Fascetn. In other words, we accepted the analysis of the con- 
tractor to the Government which he used as a basis of estimates for 
his tax relief? 

Mrs. Narzicrer. We did not even question it. 

Mr. Fascetn. Right. Now, the problem comes back of double- 
checking on what he actually got, and what he actually got is deter- 
mined by the decree that the Italian Government issued to the con- 
tractor ? 

Mrs. Narzicer. That is right. 

Mr. Fascett. Does the United States Government get a copy of it, 
by any chance? 

Mrs. Narzicer. Yes; it is published and becomes a matter of public 
record in the Official Gazette. 

Mr. Fascetu. If this committee were interested in all of the decrees 

that have been issued to any contractor in Italy, who was an offshore 
procurement contractor, it is a matter of public record in some govern- 
ment office ? 
- Mrs. NArzicer. That is correct, sir. However, you must bear this 
in mind: Up to 1954 this problem became so cumbersome to the Italian 
Government being able to go into each contract and there were so 
many screenings—one time a contractor would develop payments of 
such taxes where another time he would come up with another one— 
so that the Italian Government issued a new decree canceling all con- 
tract-by-contract decrees and came up with the law decree No. 570 
mm 1954 which set a flat rate of reimbursement of 3 percent for E-day on 
all contracts. That was without regard to what may or may not have 
happened. 

Mr. Fasceru. Since Italy has passed the law, there is not much we 
can do about the law, is there? 

Mrs. Narzicer. Apparently in some cases it is beneficial while in 
others it is not. 
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Mr. Fascet.. In other words, do I understand then by law 570 M 
passed in 1954, what the Italian Government said 1s despite the amount 


idea 

of taxes that a contractor actually pays, the only amount of reimburse- the « 
ment he gets is 3 percent. of the contract price / M 
Mrs. Narzicer: That is right, sir. Prior to that time they also had or Nn 


small benefits, such as the use of temporary import licenses, use of ) 
bonded warehouses, and so on and so forth. Those were all bottled C 
up and put into—— 


Mr. Fascetu. In other words, all of the other benefits were also or 1 
lumped into this 3 percent ? mer 
Mrs. Narzicer. And considered in the 3 percent. N 


Mr. Fascerz. That has been the situation since 1954 as far as the d 
Italian Government is concerned ? 


\ 
Mrs. Narzicrer. That is correct. When we negotiate a contract and rea 
he tells us he has eliminated 3 percent, we have not gone beyond that be 
either. pre 
Mr. Fasceit. The effect of the 1954 law was that the Italian Gov- ) 
ernment by unilateral action modified the previous agreement en- } 
tered into between the United States Government and Italy, is that to 
right ? Go 
Mrs. Narzicer. No, I would not say that. They only nullified their the 
own ministerial decree, which indicated the percentage of refund. lin 
Mr. Fasceix. I thought that the understanding of agreement and Ea 
the exchange of notes was that we would be entitled to credits for the wa 
specific taxes that were listed to the full amount of taxes? str 


Mrs. Narzicer. That is the intent of the agreement, However, the 
implementation was agreed to by both governments to, be established “y 
by the ministries rather than individual audits. 


of 
Mr. Fascetx. The ministries had up until 1954 done it on a con- th 
tract-to-contract basis? After 1954 they did it on a total basis pur- 
suant to this law ? 
Mrs. Narzicer. That would be the way; yes, sir. he 
Mr. Fascetzt. The point is that prior to 1954 under the agreement 
you would at least be entitled to negotiate for the full amount of taxes. 1 


After 1954 there is nothing to negotiate. You are just entitled to 3 th 
percent of the contract price as a tax credit, period ? 

Mrs. Narzicrr. A contractor at no time has a right to negotiate. 
He gave a ministry his estimate and the ministry would either accept f¢ 
it or reject it. 

Mr. Fascetz. I am talking about the United States Government. 

Mrs. Narzicer. We have never entered into it. 

Mr. Fascetx. I do not understand that, Colonel Jenkins. What or 
does she mean, “We have never entered into it” ? | 

How can you get recoupment of taxes for the United States Govern- 
ment if you donot negotiate? Idonot follow that at all. 

Mrs. Narzicer. Sir, I mean by that, that up to that time, in 1954, we 
were unaware of the fact that we were to negotiate to percentages of 
reimbursement and the amounts which were certified in the selling " 
price—— 

Mr. Fascerti. You were under the impression that what was esti- 
mated by the Italian Government would be received without ques- 
tion on our part and there was no problem of negotiation at all? 
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Mrs. Narzicer. In fact, the appearance of the notes gave us that 
idea. That is, that the ministries of the two governments would settle 
the question and we did not enter into it. 

Mr. Fascetzi. But you never had any clear direction as to whether 
or not as a procurement agency you had a responsibility in this field 
ornot? Thatis a question. 

Colonel Jenxins. That is one of the questions. 

Mr. Fascetu. It looks like it took a long time to find out whether 
or not you had any responsibility. When was that original agree- 
ment ? 

Mrs. Narzicer. Sir, may I point out-——— 

Mr. Fascetn. I am not criticizing you, you understand. 

Mrs. Narzicer. Whoever is supposed to give us these notes. The 
reading of these notes would make it appear that that is a matter to 
be determined by the two governments. Then our instructions as 
procurement personnel were set out in guidelines. 

Mr. Fasceti. They are supposed to come from where? 

Mrs. Narzicer. From USAREUR. We do have interpretations 
to the effect that that still gave us that same impression, that those 
Government decrees would be accepted. Then in 1953 it appeared 
that someone had started questioning it and gaye us additional guide- 
lines to follow and we followed them each time they were given us. 
Each time they gave us a new idea we followed it. Then in 1954 it 
was determined that possibly there was something that should be 
studied by the General Accounting Office. That investigation started 
in late 1954 and, as far as we were concerned they came and told us, 
“We now want all of this information to find out what was the basis 
of each-one of these percentages and how did the Ministry arrive at 
them?” Because they appear to nullify. 

Mr. Fasceti. And you cannot tell them ? 

Mrs. Narzicer. We gave them everything the Italian Government 
had. 

Mr. FAsceni. You cannot really tell them because, as you have al- 
ready testified, there was no question about accepting the estimates 
that were made? 

Mrs. Narzicer. That is right. Our negotiation responsibility has 
always been furnished by directives from our headquarters. We have 
followed those directives. 

Mr. Fasceix. I wondered if they knew about the understanding of 
this agreement that we are talking about? 

Mrs. Narzicer. They appear to because in the clarification we re- 
ceived which came from Paris, dated 1953, they gave us a clarifica- 
tion of all of the agreements. 

Mr. Fasceri. That is very interesting. I am sorry to have inter- 
rupted you at that moment. Go ahead. 

Mr. Monrcomery. As I understand it, your job at the present time 
is to determine the amount of taxes that are in each one of the indi- 
vidual contracts and balance it off against refunds made? 

Mr. Fascetu. It is just the opposite. 

Colonel Jenkins. No, sir. The amount of taxes has already been 
determined by the Army Audit Agency. 

Mr. Montcomery. You have no part in determining the amount? 
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Colonel Jenxins. No, sir. They come down and review the rec- ) 
ords; they go in the plants. They go to the plants and review the aut 
contractor’s records. un 
Mr. Fascetu. I would like to ask a question right there. If the pre 
understanding of the procurement people was that the estimate of dir 
credit tax relief by the contractor submitted to the Italian Govern- ace 
ment, which was eventually used as a basis one way or the other on of | 
what the Italian Government would do by decree, and we accepted the Un 
decree without question, what difference does it make what the Army gre 
auditors found? Why do they go into plants? Are they operating wh 
under a separate set of instructions with respect to the determination det 
of that? que 
Colonel Jenxins. The contract has provisions which permit the ( 
auditors to go in and check their records. ] 
Mr. Fascetn. How about that, Mrs. Nafziger ? 
Mrs. Narzicer. The contract has a clause which says that the Gen- the 
eral Accounting Office has that authority and the General Accounting su} 
Office is using the Army Audit Agency as its operational personnel, fee 
as I understand it, the way in which this meeting was held with all of an 
the contractors back in 1955. At that time we told them we were 4, 
going to study the tax problem and they asked that very question, ri 
What is the authority for this Army audit group of personnel to | 
come into a fixed-price contract which we have already certified ? on 
They said the Italian Government certified it is exclusive of taxes. ni 
Mr. Fascetn. That means, of course, the way I understood it at th 
this point, that the diplomatic service was doing one thing and the 
military service was doing something else. pe 


Mrs. Narzicrer. The General Accounting Office explained it to the 
contractor that they could come into the contract under the examination 
of records clause, which is a part of every contract. The General 
Accounting Office did not have the express personnel and they used the 


Army Audit Agency. la 
Mr. Fascetit. What the General Accouting Office used or did not 

use is actualy immaterial. That would go to the question of evaluation ta 

of their review. al 
What I am interested in is, when did the United States Government 

decide they had to go in and, as far as the executive branch of the m 

Government is concerned, when did they decide they had to go in 

and check on these tax credits ? tr 
Mrs. Narzicer. It became known to us in March of 1955, I would 3 

say. 
Mr. Fascetz. How did it become known to you? 01 


Mrs. Narzicer. A representative of the Army Audit Agency and the 
General Accounting Office presented themselves to our office with in- 
structions that we were to arrange these meetings, conferences, and 
arrange these investigations. . 
Mr. Monteomery. Mr. Chairman, at this point perhaps we could t 
get a clarification of this from Mr. Blair. He is here. 
Mr. Buarr. Will you pose your question, Mr. Counsel ? 


Mr. Montcomery. The question, Mr. Blair, is what was the basis d 
or authority for going in and checking on the individual fixed-price ” 
contracts ? ti 
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Mr. Fascerx.. I am not interested in the General Accounting Office’s 
authority. I know what their authority is. I think this committee 
understand that. All I am trying to find out is whether or not we have 
procurement pople on the one hand following what they believe is a 
directive under a diplomatic negotiated agreement in which they 
accept without question in their whole procurement setup the return 
of taxes going to a contractor as the eventual amount of money that the 
United States will recoup, and on the other hand, we have another 
group of people, who are operating under a different set of instructions, 
who taligen they ought to go in there on a contract-to-contract basis and 
determine what the total amount of taxes is. I think that is the 
question. 

Colonel Jenkins. That isright. You areso right. 

Mr. Fasceti. I thought it was that. I just wanted to be sure. 

Mrs. Narzicer. In effect, the diplomatic agreement indicates that 
the two governments will determine what the recoupment is. We are 
supposed to ascertain, when we are negotiating, that that particular 
feature is complied with. Now, the fiscal tax is another proposition, 
and I would not begin to answer you. 

Mr. Fasceii. Are you under a different set of instructions today, 
right now, at 11: 35 o’clock on September 16 ? 

Mrs. Narzicer. If we were to negotiate a contract tomorrow, the 
only thing I would check on, as far as taxes are concerned, is to elim- 
inate from the contract selling price those taxes which fall within 
the scope of public ministerial decree. 

Mr. Fuscahe. Would that not be the law of 1954, which is a flat 3 
percent of the contract price? 

Mrs. Narzicer. That is correct. 

Mr. Fascetz. That is all you would determine ? 

Mrs. Narzicrer. That is correct. 

Mr. Fasceti. The question I asked was whether or not the Italian 
law of 1954 was not actually a change in the procedure ? 

Mrs. Narzicer. In the implementation, it was. Before, they had 
taken it on a contract-by-contract basis. The contractors were not at 
all satisfied. 

Mr. Fascetu. They did not want anybody poking around in their 
musty old records, particularly ? 

Mrs. Narzieer. No; it was not that. It just happens that each con- 
tract structure is different. The Italian Government felt that the 
United States Government would be satisfied where one contract 
might have a greater reimbursement and another might have a larger 
one. 

Mr. Fasceti. Wash it out at 3 percent ? 

Mrs. Narzicer. It was easier for them. 

Colonel Jenxrns. I would like to give contract No. 456 as an 
example. We do not volunteer anything, but one of my problems at 
the present time—— 

Mr. Fascetxi. Good ; that will help us understand. 

Colonel Jenkins. As to the problem that I have and what I should 
do, whether I am right or whether I am wrong, on contract No. 456 
we receive the Army audit report and also instructions from the con- 
tracting officer in Sandhofer, Germany, to collect or recoup $72,000 
for taxes. If I could not do it, then the contractor should state the 
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reasons why the $72,000 is not the proper amount. Otherwise, he 
should pay. of 
Mr. Fascett. You mean in your opinion or based upon your exam- 
inations ? wl 
Colonel Jenxins. That is right. On this particular contract, we U 
figured that. ag 
Mrs. Narzicer. In the original figures we figured 
Colonel Jenxin.. The or iginal figure was $34,562. of 
Mr. Fasceitt. When you refer to the original figure, what do you in 
mean by that ¢ co 
Mrs. Narzicer. What actually happened is that from the original re 
contract negotiation he had allowed so much. 
Mr. Fascetx. The contractor ¢ de 


Mrs. Narzicer. So much. He eliminated it completely and docu- 
mented it completely. When the law changed, it appeared on the 





surface to be more advantageous to him and that he would receive eit 
under the new tax application 
Mr. Fascetx. The 3-percent tax application gi 
Mrs. Narzicer. There is another law that that changed along in the 
shuffle, and in the 2 changes I would feel that he benefited to the addi- th 
tional extent of $34,000. Based on that, on the 5th of February, we 
asked for a final audit on this account, on this contract. This audit ar 
came up and said $72,000, but, as the study of this audit and the in- a 
structions from our headquarters, it appeared that the findings of the th 
auditor did not follow the guidelines of the Italian law, and the agree- re 
ment and the implementation of tax relief would be based upon Italian 
law. 
Mr. Fascexu. In other words, you think that the review officer went to 
outside the scope of the guidelines in arriving at a directive requiring 
you to recoup $72,000; is that, basically, what you are saying ? $2 
Mrs. Narzicer. That is right. 
Mr. Fasceii. At one point in this thing you thought he might have is 
benefited by the additional amount of money ¢ 
Colonel Jenkins. That is correct, sir. However, my main problem er 
in this particular case is that we have $34,000 and we know that is 
taxes. 
Mr. Fascety. Asa firm base? a 
Colonel Jenkins. As a firm base. The auditor comes in and says, 
“T am supposed to recoup $72,000 and there we have $38,000 hanging ar 


in the air.” 
You ask the auditor about it and he says, “Anywhere from zero to 


$72,000, negotiate.” 3 
If I negotiate, let us say, on $34,000, what are the taxpayers in the 
United States going tosay? What did I do with that $38,000? Who th 
is going to back me up? 
Mr. Fascecx. If the United States Government is actually entitled dc 
to $72,000, they are going to say they got cheated out of $38,000, sa 
Colonel Jenkins. I am the one down here who is making the li 
determination. pi 
Mr. Fasceni. What is your authority with respect to concluding a ‘ul 


negotiation like the one you described? Do you have final authority 
or can you be upset, or does it go up the line? Does the Ambassador 
have anything to say about it? What happens? 
Mrs. Narzicer. We do not know. cl 
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Captain Amity. We make recommendations to the contracting 
officer. 

Mr. Fascett. You make a recommendation to the contracting officer, 
which recommendation is what? You mean the position of the 
United States or what, your position, personally, or procurement 
agency, or what ¢ 

“Colonel Jenxrns. I receive the instructions from the contracting 
officer. I, being the contracting officer’s representative, receive the 
instructions to recoup. If I cannot recoup, then I go back to the 
contracting officer and tell him that we feel that this much should be 
recouped, a certain amount. 

Mr. Fascext. If that is the procedure, why can you not make a best 
deal on contract No. 456 and drop it back in his lap / 

Colonel Jenkins. He is not holding out for that. 

Mr. Fasceti. You mean he is not holding out for the full amount, 
either ? 

Colonel Jenkins. He is holding out for the full amount. That is 
given to him by the auditor—$72,000 i is given to him by the auditor. 

Mr. Monrcomery. Does that $72,000 represent the total amount that 
the contractor refunded ? 

Mrs. Narzicer. No; the $72,000 is made up of two things—IGE taxes 
and customs release effected by change in the law. Now, the contractor 
gave us a letter and analysis of what he was going to get back from 
the Italian Government. According to the contractor, he is going to 
receive a minus amount of $12,000. 

Mr. Fasceri. How can he receive a minus amount / 

Mrs. Narzicer. He is going to get stuck for that much. He is going 
to get back $12,000 short of what he is going to ask for. 

Mr. Fasceiu. In other words, what he is saying, that instead of 
$34,000 he is going to only pay $22,000 in taxes / 

Mrs. Narzicer. No, sir. He has given us a buying schedule which 
is quite complicated in this respect, in that it shows totals. 

Mr. Fascerx. Let us get at it another way. Does the Italian Gov- 
ernment issue any kind of decree in this contract ? 

Mrs. Narzicer. Yes. 

Mr. Fascett. What is that decree? How much money are they 
going to allow this contractor ? 

Mrs. Narzicer. They were originally going to allow him, or they 
are going to allow him 3 percent of the selling price. 

Mr. Fasceiit. How much is that ? 

Mrs. Narzicer. That is what the law read at that moment. That 
3 percent would be $319,000. 

Mr. Fasceii. Excuse me for laughing, but it sounds like they change 
the law every 2 minutes around here. 

Mrs. Narzicer. Practically. Three hundred and twenty thousand 
dollars in round figures: but there is another article in a law which 
says that if by any chance anything came under temporary import 
license, which came from outside Italy, and no customs duties were 
paid, therefore, no IGE tax will be paid and they will reduce that 
amount from the original 3 percent, and that will be an adjustment. 

Mr. Fasceiy. Is that by law ? 

Mrs. Narzicrer. That is by law, sir, article 5. 

Mr. Fasceti. That is another unilateral action which was taken to 
change the basic concept ? 
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Mrs. Narzicer. It was all in this one law, and then that came 
through. Then came the actual reimbursement which will be short 
that amount. In the custom duties they changed the law from this 
percentage, and he is now being reimbursed at the rate of 45 lire per 
kilogram. That is, rather than dollars, which would have amount to 
$323,000. But then comes this adjustment again, and he gets adjusted 
out $35,000 again. Then comes this first $25,000 in one place and 
$35,000 in another. 

Mr. Fascrizu. The whole question in this discussion is this: Is the 
United States Government bound by the findings, eventual findings 
of the Italian Government ? 

Mrs. Narzicer. That is the question in effect. 

Mr. Fasceii. How can you negotiate unless you know the answer to 
that ? 

Mrs. Narzicer. The Italian Government told us flatfooted what 
their findings are, but the audit agency will not accept them. 





Mr. Fascetu. If you have a law that says 3 percent and the law \ 
— out the credit against 3 percent and the contract price is fixed, tha 
if you accept that as a basis, what is there to negotiate about? How lem 
can you negotiate ? bee 

Let us put it this way: The truth of the matter is that you cannot, A 
can you? me! 

Colonel Jenkins. You cannot. pro 

Mr. Fascetx. You are in the process of doing what amounts to \ 
following a directive that fixes the amount of recoupment and you \ 
ware another directive from higher headquarters to get something ( 
else ? A 

Colonel Jenxrns. That is right. " 

Mr. Fascety. Therefore, you are in an impossible position. to ¢ 

Maybe I analyze the thing incorrectly but that sure is the way it our 
looks to me. \ 

Mrs. Narzicer. That is the way it ended up. l 

Mr. Fasceti. You say that is the way it ended up? You mean wh 
contract No. 456 is finished? It has gone back to higher headquarters ? res) 

Mrs. Narzicer. We are in this position where somebody has to an- the 


swer those specific questions that you have raised. ( 
Mr. Fasceti. Can you tell me who can answer them? We have A 
been asking them for a long time around this European theater. . ( 
Mrs. Narzicer. I am sure that the audit agency could specifically \ 
tell you exactly whether or not the contractor has misrepresented his ( 
figures, and that his adjustment N 





Mr. Fascetxz. I was not thinking about that. I was thinking about con 
getting the person who negotiated the memorandum of understanding refi 
and what he understood by that. offi 

Captain Amrry. I would like to point out that we get the audit Sta 
reports and if an audit report tells us to collect we are going to ma 
recoup a certain amount of taxes. thi: 

We immediately send a letter to the contractor saying, “Pay us.” ( 

Mr. Fascetu. The auditors have put the bite on you for X number lea 


of dollars? ) 
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Captain Amrry. Right. Pay us a certain amount or prove that you 
do not owe it, and, in effect, that is what we tell them. In many cases 
they come back and say, “We do not owe it,” and pass the buck in 
saying that they are negotiating, taking it up on a government-to- 
government lev al and we would rather wait. 

Mr. Fasceti. You say the Italian contractor advises you that ne- 
gotiations are going on at a government-to-government level, and, “We 
would rather wait”’¢ 

Do you know for a fact that government-to-government negotia- 
tions are going on with respect to current procurement contracts in- 
van ing the question of tax exemptions / 

Captain Amiry. No, sir; I do not know. 

Mr. Fascetn. Do you know it, Mrs. Nafziger / 

Mrs. Narzicer. I was present at a meeting where it appeared to me 
that the two governments were discussing a solution of the tax prob- 
lem. The findings of those meetings and determinations have never 
been furnished to me. 

Mr. Fasceitt. You do not know whether the United States Govern- 
ment is actually negotiating at a diplomatic level with respect to the 
problem, is that what you are telling me ¢ 

Mrs. Narzicer. That is what I am telling you. 

Mr. Fasceni. Are you in the same dilemma / 

Colonel Jenkins. Yes, sir. 

Mr. Fasceti. That puts this whole committee in the same box. 

Mrs. Narziger. On the 12th of February we wrote a memorandum 
to our headquarters stating that we were reaching an impasse with 
our contractor and they had been told not to discuss contracts. 

Mr. Fascetx. Let us go back to something else now. 

Under normal procedure with contracts you are telling me that 
where you have a matter in dispute, regardless of what it is, it is your 
responsibility, as the agent for the contracting officers, to negotiate 
the dispute and to resolve it ? 

Colonel Jenkins. No, sir. 

Mr. Fasceit. Who would do it, the contracting officer? 

Colonel Jenkins. The contracting officer with the contractor. 

Mr. Fasceitt. Who would work out the dispute / 

Colonel Jenkins. That is correct. 

Mr. Fasceti. When it got to the pot of refusal on the part of the 
contractor in the recipient country, or when it got to the point. of 
refusal, then what would happen? Let us say that the contracting 
officer is convinced that he has a good claim on behalf of the U nited 
States Government and he negotiates to the best of his ability, and he 
makes a report to somebody that he just cannot get anywhere with 
this. Then what happens? 

Captain Amrry. Actually, we have a test case now on taxes which 
leads to your point. 

Mrs. Narzicer. The man is refused and we would put it up and 
say, “Here it is.” 

Mr. Fasceti. Who would you put it up to? 
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Mrs. Narzicrr. Right there, you can see it, the USAREUR board 
of appeals. 

Captain Amity. There the contractor can present his case and the 
contracting officer can present his. 

Colonel Jenkins. Let me break in here. I believe that this par- 
ticular case was brought up yesterday on contract No. 33 in the 
amount of $116,000. 

Mr. Fasceit. Are you familiar with this, Mr. Montgomery / 

Mr. Potanp. Might I ask, Mr. Chairman, whether the action of the 
board of appeals is final and binding? 

Mrs. Narzicer. Yes, sir. 

Mr. Potanp. The parties accept that as a final determination and 
pay accordingly ? 

Mrs. Narzicrer. Yes, sir. 

Mr. Fascetu. Unless the contractor refuses to pay ? 

Mrs. Narzicer. No, sir; you see, your regulations on appeals are 
limited by dollar amounts as to who i is authorized to make the deci- 
sion and in this particular case, it is under a certain dollar amount. 

Mr. Fascetz. I understand that, but suppose you get a decision 
from the board of appeals that a contractor is supposed to pay and 
he says, “I am not going to pay”? 

Captain Amity. In many cases we would withhold funds either 
against that contract or active contract. 

Mr. Fascetu. In other words, the point is that you are in a posi- 
tion, are you not, Colonel Jenkins, if you get a decision involving a 
dispute in the kind of thing we are tall king about, you are in a posi- 
tion to handle it or to enforce the settlement? You do not have to 
resort to diplomatic negotiations ? 

Colonel Jenkins. No. 

Mrs. Narzicer. Could I ask this question ? 

Colonel JenKins. Not diplomatic. 

Mrs. Narzicer. We stopped payment on a current contract, arbi- 
trarily stopped it. Our contracting officer does that. If we just 
arbitrarily take the money out, and that is what we are in effect 
doing—— 

Mr. Fascety. In other words, you are protecting the United States 
Government to the best of your ability by withholding funds until 
you can get some kind of an amicable decision between the parties, 
which is a very sensible businesslike arrangement, as far as I am 
concerned. 

Colonel Jenx1ns. Which is the board of appeals. 

Mr. Fascerx. The fact that you have a review board is all right. 
That is procedural, but what are you doing about the dispute? What 
I am trying to find out now, and I want to see if I understand cor- 
rectly, in your line of command on procurement contracts, where a 
dispute arises, you have your contracting officer and he can, if he sees 
fit, make a final settlement? That is, if he and the contractor get 
together ? 

Colonel Jenkins. That is right. 

Mr. Fasceiti. You have actually had that happen and you have 
negotiated settlement ? 

Colonel Jenxtns. Not on taxes. 

Mr. Fasceti. But on other contract disputes ? 
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Colonel Jenkins. We have a disputes clause within the contract. 

Mr. Fascett. You would have to make another exception, would 
you not? You say not on taxes? You mean by that you have suc- 
cessfully concluded a tax recoupment case here 

Colonel Jenkins. That is correct. 

Mr. Fascetzi. You do have the authority to recoup and close it out 
if you can reach an agreement with the contractor? I thought that 
was a point we covered before. 

Colonel Jenxrns. I am not sure. 

Mr. Fascett. You would have to exclude the question of no profits; 
would you not? 

Colonel Jenkins. Yes, sir. 

Mr. Fasceti. You have no authority in this field at all or do you? 

Colonel Jenks. No; I have none. 

Mr. Fascetxi. Do you have any directive on it ? 

Colonel Jenkins. No, sir; not on that no profits. 

Captain Amiry. We do not even have a determination of what a 
Government-controlled plant is or what constitutes it. 

Mr. Fascetx. In other words, what you are saying is that in the let- 
ting of these contracts, you do not go into the question of Government 
ownership at all ? 

Colonel JENKINS. Yes; we do to a certain extent. 

Mr. Fascetu. That is another field and let us come back to it later. 


Mr. Monreomery. With respect to contract No. 33, the total amount 
claimed is $116,000 ? 


Colonel Jenkins. That is right. 

Mr. Monteomery. As a matter of fact, it involves three contracts; 
does it not ¢ 

Colonel Jenxrns. Yes, sir. 

Mr. Monrecomery. The contractor admits tax liability on one to the 
tune of some $115,000 ? 

Colonel Jenkins. I do not remember the figures, sir. 

Mrs. Narzicer. Thatisright. In general, yes. 

Mr. Montcomery. On the other two contracts, the contractor claims 
that he is short an amount of money that more than wipes out the 
entire $116,000. In other words, he wants to offset a tax loss that he 


suffered on the other 2 contracts to balance out the claim on the 1 
for $116,000 ; is that correct ? 


Jolonel Jenkins. Yes. 


Mr. Monteomery. Does the tax provision in the bilateral provide 
for this procedure? Does it permit credits to be offset against debits? 

Mrs. Narzicrer. It is not even mentioned. 

Colonel Jenkins. It is not mentioned. 

Mrs. Narzicer. That point was never entered into the annex of im- 
plementation or anything else. 

Mr. Monteomery. Do you have any instructions from higher head- 
quarters covering this problem 

Mrs. Narzicer. We have a problem here. The point is this: The 
original audit reports on this contract made it very difficult for us and 
the original BPD audit came out collectively. The audit report was 
furnished to us on that basis and even in the findings of this audit 
report, it appeared that, taken collectively, the contractor might have a 
point. However, later determinations and findings presented to us 
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from the audit agency indicated that audit agencies cannot present any | 
audit reports that might result in supporting a contractor’s claim wl 
against the United States Government. At 
Mr. Fascetzt. Unless they do it by accident, by the mere fact that 
they make an audit? 
Mrs. Narzicer. The point was that we then asked them to give us 
separate reports on each one and let the contracting officer negotiate pe 
one-package deals. That was one of the problems, but collectively 
the audit report sigtied by the Chief very clearly states that the sum- 


mary shows that the amounts reasonably computed should have been wi 
realized by the Government on each of the three contracts. Those Ui 
were excessive in two instances and deficient in one. The net result th 
is an excessive tax-exemption realization of $14,799, which taken to- al 


gether, the contractor might have an argument on, If we also separate 
those, he does not. 
Mr. Fascetn. The audits made internally are not made available or 
to the contractor; are they / 
Mrs. Narzicer. We certainly have not let him have this one, and 
he knows it, too. 
Mr. Fasceiti. He knows that he is being audited and probably has 





a good idea of the results ? a | 
“Mrs. Narzicer. He s says in his rebuttal that he knows that he is T 

excessive in two instances, ti: 
Captain Amiry. We can add and subtract as well as he can. as 
Mr. Fascety. I say that he knows that he is being audited and it 

would be no trick to determine his position ¢ th 
Captain Amrry. Our problem is that we ask him to pay us $116,000 SO 

and he says, I do not 
Mr. Fascett. We have these problems every day with respect to ne 

negotiations. I understand that and there is no problem. You do m 

the best that you can and negotiate from one position or another. 

The point is that, do you have the : authority to close the deal or do you of 

not? That is what I am interested in. If you do not, and you have 

to subject it to higher review, we ought to know that. If you have th 

to goto US SAREUR and you are bound by what they say, obviously 

you have a chain of command. If there is somebody up there, we it 

ought to know that and if there is any problem we would like to si 

know about that. The fact that there is a difference of opinion 

between the contractor and the United States Government does not of 

surprise me at all. That is why we have lawyers. el 
Mrs. Narzicer. The only reason we are confounded is that our Ww 

recommendations are not conclusive. We cannot make a conclusive cl 

recommendation because we are operating in two lines of thinking. 

We cannot hand our contracting officer, who does make the decision, 

and say, “Here is something sound, based on our findings,” if we can- 

not support it. a 
Mr. Fascety. That is exactly the point we are getting at. You say 

that you are caught between the two lines of thinking on this thing, he 

and it has not been decided? It has not been resolved ? ij 
It would appear that the two lines of thinking stem from the ly 


diplomatic agreement and from the headquarters of the military chain 
of command. 
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Captain Amrry. It goes deeper than that. It goes to the point 
where there is a disagreement of interpretation between the General 
Accounting Office and AAA. 

a Fascetn. What is triple A? 

Captain Amrry. Army Audit Agency. 

Mr. Fascenr. The last time I heard it, it was something a lot of 
eee did not want to talk about. 

Captain Amiry. They furnish us the audits. 

Mr. Fascety. Certainly, if it is subject to that interpretation, maybe 
we to have it interpreted at top level. It makes sense to me if 
USAREUR thinks one thing and you folks think something else, and 
the General Accounting Office something else, maybe we ought to start 
all over again so we all know what we are thinking. 

Colonel Jenkins. That is my problem here. 

Mr. Fascetz. It looks like you better get it resolved pretty quick 
or this list of tax things will not do us much good. 

Colonel Jenkins. No, sir. 

Mr. Fasceti. How much? 

Colonel JENKrNs. $1,970,000. 

Mr. Fasceri. Against the total amount of procurement that is not 
a staggering sum, but a million dollars is still a million dollars, where 
I come from. If there is any chance of our forfeiting a proper nego- 
tiating position, then it seems to me that we ought to do it posthaste 
as of yesterday ; do you not think so? 

Colonel Jenkins. Yes, sir; it is most important that we do. At 
the present time, I have talked with these contractors and tried to get 
some reasonable settlement. 

Mr. Fasceti. But they know where everybody stands so they are 
not talking and they are sitting tight? They are letting our ad- 
ministrative malfunction do a nice job? 

Colonel Jenkins. On the other hand, they are calling us a bunch 
of stupid “stupes.” 

Mr. Fasceri. There is no statute of limitations on these things; is 
there? Is there a time limit fixed somewhere by agreement ? 

Mrs. Narzicer. In the examination of records clause in the contract 
it says that it will last 3 years. Whether or not you can reopen this 
situation after 3 years, I do not know. 

Mr. Fasceti. You mean there is a common paragraph in each one 
of these procurement contracts which gives the United States Gov- 
ernment the right to inspect the records of the contractor any time 
within 3 years after the date of the contract, or after the date of final 
delivery, or what ? 

Mrs. Narzieer. That point I do not remember. 

Mr. Buair. After the last payment, Mr. Chairman. 

Mr. Fascei. If you do not make last payments, you could hold out 
a long time? 

Mr. Bratr. That is the reason we have been suggesting that they 
hold out on payment. There are certain items, Mr. Chairman, that 
! would like to straighten out in the record but I do not want to 
break in. 

Mr. Fascein. Let us do it while we are on them. 

Mr. Brarr. On the point of alleged disagreement, between the 
General Accounting Office and the Army Audit Agency, I am not 
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aware of any disagreement betwen our office and the Army Audit 
Agency. It has not been called to my attention. With respect to the 
Army Audit Agency not being able to present a report which sets 
forth a claim against the Government, I am not in a position to answer 
that. I feel that that is something that Colonel Black, the head of the 
Agency, should answer. It certainly is news to me. With respect 
to the Government-to-Government negotiations, we have held a series 
of conferences with the Italian Ministry of Finance. They were 3, 
or possibly 4, in number. The most recent and last one was about 
January of this year. There are no further negotiations with the 
Italian Government scheduled at this time. The position is that the 
procurement people are to proceed for the decreed amount of taxes. 
The General Accounting Office has initiated a tax study. 

Mr. Fascetxi. You say that the procurement people should proceed 
to collect the decreed amount of tax relief? 

Mr. Buarr. To assure that the United States has received the bene- 
fit of it to the decreed amount. There is no present attempt or recom- 
mendation made to go beyond that point. 

Mr. Fascetx. In other words, what you are saying, in effect, is that 
by this conference held somewhere at a Government level, we changed 
the basic memorandum of understanding? 

Mr. Buatr. No, sir. 

Mr. Fascetu. It sure means that to me. 

Mr. Buarr. No, sir. 

Mr. Fascety. Go ahead. 

Mr. Buatr. The tax agreement with Italy which provides that 
procedures by which the tax rate is set also sets a procedure for 
changing that tax rate, if necessary, wherein the United States Gov- 
ernment has an advisory power to inform the Italian Government that 
if they so believe, that the tax rate is not correct, then the Italian 
Government acts on that. 

With respect to this Army Audit report on contract No. 456 with 
Fiat, the record now states that the auditor did not follow Italian 
law or implementing procedure. I think the Army Audit Agency 
should have an opportunity to explain their position rather than 
have unilateral testimony to the effect that they did not follow Italian 
law. The position of the Army Audit Agency examination has been 
to assure that our contracting procurement people followed the tax 
laws, which is true—it is a one-way street—but if a firm receives a 
tax credit under that tax clause of the contract, that inures to the 
benefit of the United States Government. 

On the matter of credits due on other contracts, that is something 
for the contracting people to work out. It is GAO responsibility and 
it is the responsibility of the Army Audit Agency to call attention 
to the fact that your contract arrangements require you to follow a 
one-way street. That is the responsibility of the Audit Agencies. It 
is up to the contracting people to determine whether they are going 
to follow through on that and allow the credits. 

Mr. Fascetu. Is it your understanding that as a matter of present 
position, present law or understanding, or whatever it is, that all the 
United States is entitled to is 3 percent of the contract price? 

Mr. Buarr. That is right, insofar as present activity is concerned. 
However, GAO/Washington is still considering the problem. 

Mr. Fascetu. Less certain credits? 
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Are their credits built into this law ? 

Mr. Biatr. The credit gets built into the law by—— 

Mr. Fascreuu. For use of material on imported items the contractor 
gets a tax exemption as a result of the use of imported material going 
into the contract; is that what it is? Therefore, whatever the tax 
would have been on that material is deducted from the 3 percent 
allowance that he would have gotten and it reduces his allowance; 
is that what they are doing under it ? 

Mr. Buatr. Under the Italian law, that is correct. 

Mr. Fasceti. The point is that that law actually fixes the amount, 
does it not? 

There is a little variation there, based on what is the total contract 
price; how much material did he import? Is that right? 

‘The factual variables are minor, are they not ? 

Mr. Buatr. That is correct, but it is the position of the Audit that 
that duty is in that contract price and under your bilateral agree- 
ment, the United States Government is not to bear an Italian tax. 

Mr. Fascetz. I understand that. The question therefore arises, 
did the Italian Government by law in 1954 change the basic under- 
standing? I have not gotten into this thing very thoroughly from 
the standpoint of law, but if the understanding was originally that 
all taxes would be excluded as itemized in the basic agreement and 
we would negotiate on any other additional taxes not specifically 
enumerated, then you come along and this could amount to 5 percent, 
10 percent, 2 percent, or 1 percent, or any percentage on a contract. 
That is the way I understand that basic memorandum. Is that right? 

The basic memorandum has no fixed percentage of tax recoup- 
ment ¢ 

Mr. Buarr. That is right. 

Mr. Fascetu. It is the total amount of enumerated taxes ? 

Mr. Buatr. They enumerate the categories under which the United 
States Government will not pay. 

Mr. Fascett. When the law comes along and fixes a flat 3 percent, 
it changes all that ? 

Mr. Buarr. It fixes 3 percent only on IGE tax. 

It is a pyramiding tax and under the procedure it is not passed on 
to the United States at the time of the sale. 

Mr. Fasceti. What you are saying is, one of the enumerated taxes 
in the basic understanding was IGE taxes ? 

Mr. Buatr. That is correct. 

Mr. Fascety. It was a pyramiding tax? 

Mr. Buatr. That is right. 

Mr. Fascetxi. In 1954 they said, “We will fix a flat rate of 3 percent 
on that tax only”? 

Mr. Buarr. That is correct. 

Mr. Fascetu. To that extent it relates to the overall tax recoupment ? 

Mr. Bratr. That is correct. 

Mr. Fascetx. But it does not limit the recoupment of tax to 3 per- 
cent for all taxes? 

Mr. Brat. It does not. 

Mrs. Narzicer. Wait aminute. There is another tax law, 103. That 
is the one I told you about, the second one on duties. 

Mr. Fascett. What does that one do? 
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Mrs. Narzicrer. That is where I made the statement that there is not 
the same interpretation. 

If Mr. Smith Blair will follow me on this, the law very specifically 
states that a contractor will be reimbursed an X amount of lire, which 
varies on each commodity, if all of the material contained in the 

roduction is nationalized which means that he must pay duties or 
it must have originated in Italy before he gets the full 45 lire per 
kilogram. 

Mr. Fasceny. Is this law that you are talking about something 
which is outside, in your opinion, the scope of the original basic 
understanding ? 

Mrs. Narzicer. No, sir: it is additional implementations. 

Mr. Fasceti. O. K. I was not off base; I was completely out of 
the ball park. 

Mrs. Narzicer. In the audit report the auditors have indicated that 
regardless of the fact that the law says it is subject to adjustment, 
the audit report has fixed the complete 45 lire per kilogram as being 
the amount due the United States Government outside of the fact 
that the law says it would be adjusted first. The only people that 
could stabilize that for me would be the Audit Agency. The report is 
not stable. It only fixes the 45 lire per kilogram rate. Anybody could 
figure that because we know the weight of the truck and that was 
the meaning of that statement, Mr. Blair. The law has not been 
followed in the report. 

Mr. Buatr. To complicate the situation a little further, the audit 
reports have broken these taxes out into two categories, Mr. Chair- 
man. They have spoken of taxes above the line—IGE tax in that 
instance—and then they have broken the report out into below-the- 
line taxes. There is the import-export duty, too. 

In an attempt to reconcile the two, the position is that even with 
respect to no import duties and recognizing the hardship on the con- 
tractor, under his law he has to set a credit against the credit he is 
going to get on IGE. We have taken the position that under the 
bilaterals the United States Government does not pay the tax. Our 
position is that if we permit this credit it ends up with the United 
States Government paying that tax. In other words, the contractor 
has not paid up at the time the goods were imported. 

Mr. Fascetx. This is an internal arrangement to be set up by the 
Italian Government and has nothing to do with the basic agreement ? 

Mr. Buatr. Right. 

Mr. Fasceti. They are not sure how they feel ? 

Mrs. Narzicer. The law does not read that w ay. 

Mr. Fascetxu. Isthat a debatable subject ? 

Mrs. Narztcer. We shall follow the law or the agreement. 

Mr. Fascrti. You have to follow both of them, if you can, plus 
the demands of your superiors, plus whatever the diplomatic corps 
decides at the moment. You have to follow them out. Are you at 
the bottom end of this thing ? 

Colonel Jenxrns. Yes, sir. 

Mr. Fascetxt. Then you have to follow all of them. When you 
are in doubt, pass them on up the line. After 4 or 5 years, if it looks 
like we are going to get no place, I think we ought to do something 
about it. Let us not get into any more specifics. If we start inter- 
preting the law and audit reports, we will be here all year. 
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Mr. Monrcomery. How much money has been recouped on these 
tax claims, to date? 

Mrs. Narzicer. I guess the audit report ; none. 

Colonel Jenkins. None. 

Mr. Monteomery. As I understood your testimony a while ago, 
there is over a million dollars? 

Colonel JENKINS. $1,900,000. 

Mr. Fascett. We are not sure about time limitations / 

Captain Amrry. We have received audit reports on approximately 
half. 

Mr. Fasceti. You mean from the Army Audit Agency / 

Colonel JENKINS. Yes, sir. 

Mr. Montrcomery. What are you doing on current procurement 
and price determination matters? Are you taking action to see that 
these taxes are broken out in the cost analysis, so that you know how 
much taxes are involved in a particular contract ? 

Colonel Jenkins. Yes, sir; we are. 

Mrs. Narzicer. I might point out that the first price determination 
contract in 1947-48 was on the basis of the original memorandum by 
the Rome office, OPC, to the extent that we felt there was something 
wrong with the implementation of the agreement because we do sepa- 
‘ate the taxes very thoroughly during a price determination from 
physical costs and materials. 

Mr. Fascetxu. In other words, to boil this thing down, Colonel, the 
problem right now is that you are operating under a set of instruc- 


tions which you feel make it almost impossible for you to do what 
you think ought to be done ? 


Colonel Jenkins. Fora settlement, yes. 

Mr. Fascetu. For a settlement. 

Colonel Jenkins. Yes. 

Mr. Fascern. Are you bound now by the Army Audit Agency 
report ¢ 

Colonel Jenkins. Yes. 

Mr. Fascenti. You are bound by what that report requires you 
todo? 

Colonel Jenkins. That is right. 

Mr. Fasceru. Specifically, what it comes down to is the chain of 
command from USAREUR with a directive ? 

Colonel Jenkins. That is correct. 

Mr. Fasceitx. Of course, I cannot tell you how to run your business, 
and you cannot go contrary to the directive and, even if it amounts 
to zero recovery for the United States, it is no longer your respon- 
sibility after you once call it to somebody’s attention that you think, 
in your opinion, it is incorrect, but you are going to go ahead any- 
way. That is all you can do. If you sit there and tell me that if 
they allow ed you to operate under an understanding on a person-to- 
person basis with the contractor, and that you could recover the money 
and they would nat let you do it, I cannot see where you might feel 
real bad about it. I do not see where you can do anything else. 

Colonel Jenkrys. I still have the United States insignias on my 
shoulders and I am going to try to collect every penny that I can. 

Mr. Fasceni. We are with you on that. 
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What can you do to get a modification of an audit report by the 
Army Audit Agency ? M 
Colonel Jenkins. I am trying now by going back to the contract- 
ing officer and giving the contracting officer my analysis of the audit ha 
report and to try to tell the contracting officer that this is right and 
request a reaudit. if 
Mr. Fascett. In other words, the contracting officer has a right to it. 
request a reaudit ? ha 
olonel Jenkins. Yes, sir. kr 


Mr. Fascexx. If the Army Audit Agency comes up with the same 
thing, where are you ? 
Colonel Jenkins. Just where [am right now. 


Mr. Fascett. You have done the best that you can ? to 
Colonel Jenkins. Yes, sir. 
Mr. Fascetit. What you feel personally is a very basic difference to 
of opinion and you try to get the contracting officer to request a re- 
audit and if you get one and he comes up with the same result, you re 
have to go ahead ? m 
Colonel Jenkins. That is right. tr 
Mr. Fasceti. You have to follow orders ? ge 
Colonel Jenxrns. Yes. 
Mr. Monteomery. This $1,900,000 figure you mentioned a while th 
ago, is that the amount determined by the Army Audit Agency or is 
that yours ? 


Colonel Jenkins. May I withdraw exhibit No. 1? 
The $1,997,000 mentioned here is for the contracts as listed on ex- 
hibit No. 1. 
Mr. Monteomery. Of that amount, if you could use the procedures 
you want to use, how much do you think you could collect ? 
Colonel Jenxrns. I do not have that. 
Mrs. Narzicrer. We have this broken down as above the line, and m 
| below the line. However, within this above the line are still taxes 
| for which the Audit Agency does not feel that sufficient or valid ac- 
counting information is available. 
Colonel Jenkins. To answer your question, a million dollars for 


TP 


taxes we feel we can recoup out of this $1,997,000. ta 
Mr. Monteomery. As it stands now you do not collect any, is that tl 
the position ? 
Colonel Jenxrns. No, I would not say that. I feel that I can 
collect in the neighborhood of a million dollars. h 


Mr. Montcomery. Even under present procedures ? 

Colonel Jenxins. Yes, sir. 

Mr. Monteomery. But to date nothing has been collected ? 

Colonel Jenxtns. That is correct, sir. 

Mr. Fascetz. Colonel, what responsibility do you have, if any, with 
respect to the settlement under these OSP contracts on questions st 
involving no profits? 

Colonel Jenxtns. I do not have any responsibility, to the best of 


my knowledge, in OSP proper tax questions. ‘ fe 
Mr. Fascetx. Did your office have the responsibility at one time? 
Colonel Jenxr1ns. Not to the best of my knowledge. te 


Mr. Rocers. I think that we can cover that no-profits question to 
your satisfaction when you take testimony from the Embassy. 
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Mr. Fascetu. I was just trying to find out now. I appreciate that, 
Mr. Rogers. 

Mr. Roeers. I will explain why it is that Colonel Jenkins does not 
have this responsibility when I testify. 

Mr. Fascert. He would not know about it if he never had it, but 
if he had it and it were taken away from him, he would know about 
it. We have had a diversity of opinion on this subject wherever we 
have been. That is the reason I asked the question. As far as you 
know, then, your answer is that you do not have any responsibility ? 

Colonel Jenkins. That is right. 

Mr. Fascetx. Thank you very much. 

Do you have e anything that you would like to add? Do you want 
to clear up any points at all? 

Colonel Jenxrns. No, sir; I only want to thank you for listening 
to my presentation. 

Mr. Fascett. We want to understand what your problem is. We 
recognize that you have a very difficult position and when you have 
interpretations coming at you from all sides, and you are in there 
trying to handle them all, it is pretty tough unless they all fit to- 
gether when you try to decide on a course of action. 

Colonel Jenkins. As one of the military, I am obligated to settle 
these contracts immediately. 

Mr. Fasceti. Who is your immediate superior ? 

Colonel Jenkins. His name? 


Mr. Fascetzt. Yes; and where is he? i 
Colonel Jenkins. Colonel Wood. | 
Mr. Fasceti. What office? | 


Colonel Jenkins. Headquarters, Ordnance Procurement Center, 
Sandhofer, Germany. 

Mr. Fascett. What responsibility do you have? Is it for the three 
military branches in this area ? 

Colonel Jenxrns. No; just Ordnance, Army. 

Mr. Fasceitt. Army Ordnance alone? 

Colonel Jenkins. That is correct. 

Mr. Fascetx. Colonel Jenkins, earlier in your testimony you were 
talking about a conference that you had with Mr. Adams regarding 
the offshore procurement program. Who is he and what does he do! 

Colonel Jenkins. Mr. Adams is here. 

Mr. Apams. I am interested in the no-profits negotiations. We 
had a discussion on this the other day. 

May I go off the record just a moment ? 

Mr. Fascett. Off the record. 

( Discussion off the record.) 

Mr. Fascety. On the record. 

Thank you very much, gentlemen. You are certainly welcome to 
stay. This is an open hearing but I know that you have plenty to do. 

Colonel Jenkins. Thank you, Mr. Chairman. 

Mr. Montcomery. Mr. Adams, would you and Mr. Rogers come 
forward? 

Mr. Fasceix. Colonel Jenkins, you are not a member of the country 
team for Italy; are you? 
Colonel Jenkins. No, sir. 
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Mr. Fascecu. Are you in any way in the chain of command with 
respect to the Embassy ? 

Colonel Jenxrns. No, sir. 

Mr. Fasceiy. You are not an attaché? 

Colonel Jenkins. No, sir; my office is a separate office down here 
in Italy for offshore procurement in Italy. 

Mr. Fascetn. You personally sat in on conferences with the EKm- 
bassy;isthatright? That is what I am getting at. 

Colonel Jenkins. I am attached to the Embassy for certain admin- 
istrative and logistical support. If various telegrams or cables come 
through, which I get a copy of for information purposes, I immedi- 
ately discuss those things with my cohorts here. 

Mr. Fasceii. We are just trying to figure out your relationship. 

Mr. Micuen. There is no counter part in the Navy or Air Force? 

Colonel Jenkins. Offshore procurement. 

Mr. Micuen. That is, in your particular office? 

Colonel Jenxrns. Not in my office, strictly Army Ordnance. 

Mr. Fascetn. Thank you, Colonel. 

Colonel Jenkins. Thank you, Mr. Chairman. 

Mr. Fasceti. Gentlemen, I have already gotten into the record the 
fact that this committee was late and Mr. Deak waited until 10:20 
and had to leave for another important meeting and that he would 
not be available at any other time while we are here, which we regret. 
It is one of the vicissitudes of being in public office, I guess, that you 
have to make so many commitments that you cannot meet all of them. 
We appreciate that you two gentlemen have waited here and make 
yourselves available now. We appreciate it very much and thank you. 

Since you have been sitting here, I think you understand the general 
area that the committee is interested in and if you have a statement 
that you would care to make, I would appreciate it if you would start 
by identifying yourselves for the record and give us a short back- 
ground sketch. If there is anything you want to say, we would be 
elad to listen. 


STATEMENT OF CHARLES E. ROGERS, SPECIAL ASSISTANT FOR 
MUTUAL DEFENSE AFFAIRS, AMERICAN EMBASSY, ROME, ITALY 


Mr. Rocers. I am Charles FE. Rogers, special assistant to the Ambas- 
sador for mutual defense affairs. 

This position covers, from a political point of view, most of our 
military programs in Italy, the mutual defense assistance program, 
and our programs of troop deployment, and the conditions under 
which they are deployed and operate here. It also covers offshore 
procurement in its political aspects and insofar as the Department of 
State has a responsibility for the successful implementation of the 
offshore procurement program in Italy. 

If I may, I would like to go off the record for just a minute. 

(Discussion off the record.) 

Mr. Rogers. These negotiations which we have been engaged in for 
over a year with the Atalian Government are extremely difficult and 
complicated negotiations. I do not think that the drafters of the 
no-profits clause knew how difficult they would be. This is a clause 
no one could possibly argue with—could feel but that it is a very 
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proper clause and that the objective is one that we are all in agreement 
with. 

However, I think that probably in all countries it is a difficult 
one to implement when you come down to specific cases. Certainly in 
Italy it is more difficult than we suspected. We have not made much 
progress in these negotiations. The blame, I believe, is not to be found 
anywhere except in ‘the nature of the problem. On our own side, we 
have a more or less divided authority and responsibility which is 
nobody’s fault. These are Department of Defense funds and, there- 
fore, quite naturally, the Department of Defense appointed Mr. War- 
ren Hoagland, a knowledgeable person in corporate law, to act as its 
representative and the principal negotiator for the United States 
Government in solving the problem. Mr. Hoagland has the responsi- 
bility for negotiating with France, Norway, Great Britain, Spain, and 
other countries which have had offshore procurement contracts. This 
keeps him outside of Rome a good deal of the time and makes it more 
difficult for us to operate ina consecutive fashion. 

On the other hand, we have discovered that the problem on the 
Italian side is a problem that goes to very depth of their political 
structure. Because it is our position, based also on the General Ac- 
counting Office analysis of the situation, that certain of these Italian 
firms which have had large offshore procurement program contracts 
are, in fact, Government owned and operated entities, Government- 
controlled entities, whereas, according to many Italian viewpoints, 
they are not or should not be so considered. “This is based on our 
reading of Italian law. The Italian Government maintains very 
strongly that their law does not provide that these companies are 
Government owned and controlled. 

Mr. Fascetx. It is a question of interpretation as to what it is as 
a matter of law? 

Mr. Rocers. The Italians say it is our law and our law means that 
the relationship between the Government and the firms in question is 
purely debtor-creditor in nature. 

Mr. Fascetx. In other words, there is no legal relationship? 

Mr. Rogers. You and I can see the legal relationship i in the law but 
reading it as Americans would. 

Mr. Fascetr. You cannot apply the principles of American law to 
Italian law ? 

Mr. Rocers. Exactly. Thisis the Italian position. 

Mr. Fascety. I am not an international lawyer, but it seems to me 
you could make a decision quickly as to whether or not it was the law 
of the forum, international law, or United States law. 

Mr. Rogers. The reason we have discovered that the Italians cling 
to this point with such intensity—and this is not for publication—— 

Mr. Fascetzi. As to what the Italian position is? 

Mr. Rogers. Yes. 

Mr. Fascetn. Justa minute. This raises a complicated matter. Is 
what you are about to tell us classified matter as to what the Italian 
position is? 

Mr. Rocrrs. If I may say this: The cy of the United States is 
not at stake in what I am going to say about this negotiation. It is 
not a security-type matter, but it isa aster of political sensitivity in 
Italy. It is also a matter in which a frank explanation, if it were 
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published, might prejudice the outcome of the negotiations. They 
are not concluded and we are in the middle of them. 

Mr. Fascetu. I must tell you that we have a newspaperman present 
since this is an open hearing. 

Mr. Rogers. I am sorry I did not realize that. I will simply have 
to censor what I was going to say. 

Mr. Fasceiu. We would be perfectly willing to abide by any agree- 
ment. 

I cannot make any decisions for anybody else, but I hope that you 
understand that. 

Let us put it in this way: Go along and then if you cannot get to 
the point and the committee feels that we need to have the testimony 
in executive session later on, maybe we will do that. 

Mr. Rocers. I am sorry that I did not realize that we could not 
go in and out of executive session. I did not know there was a news- 
paperman aboard. I will have to abridge my remarks. 

r. Fascetn. Certainly. 

Mr. Rogers. The matter is of political importance in Italy as to 
whether these Government firms—which we say are Government 
firms—are publicly regarded in Italy as Government firms, or not. 

Mr. Fascetx. I can understand where it might change a whole legal 
concept if they based a settlement with the Americans on one theory 
while the international law is based on another theory. I can see 
where that raises all kinds of problems. 

Mr. Rogers. I also regret any possible misintepretation of these 
rather, let us say, intimate remarks about the way we were all or- 
ganized to take care of this problem here in Italy. I do not want to 
reflect on the Department of Defense’s handling of it. 

Mr. Fasceitit. We have had testimony on that before. We have 
raised this question. 

You have 13 countries involved and these contracts have been 
kicking around since 1952. Mr. Hoagland has been on the job for 
over a year—it was early last year—and maybe he has too much terri- 
tory to cover. 

Mr. Rocrrs. I would greatly appreciate it if— 

Mr. Fascetyi. This isa coneltalon we have to arrive at independently 
after we evaluate other testimony. You are not making any such 
statement. 

Mr. Rogers. I would greatly appreciate it if these remarks about 
our difficulties in getting together are not in the public record. This 
is the main thing I am worried about. 

Mr. Fascety. This is the very point that we are interested in. 

Mr. Rocers. I know that you are. 

Mr. Fascety. We want to get people together so we can do some- 
thing. 

Mr. Rocers. I know that you are, and we are prepared to lay the 
record completely open. We can go through our files from beginning 
to end on this, but it would not be helpful to have that kind of material 
available to the public. 

Mr. Fasceii. You mean the Italian public? ie 

Mr. Rocers. The Italian public or—it is too susceptible to misin- 
terpretation and misunderstanding, and so on. 

Let me just wind up my preliminary remarks by saying that we, 
and the Department of Defense, have worked hard on this program, 
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this problem. We have pressed it with the Italian Government with 
considerable vigor. I can explain those statements in executive ses- 
sion, but I would rather not do it now. 

Mr. Fasceu. It is clear to us. 

Mr. Rocers. We are not making great progress. We are making 
some progress. We are not making great progress for reasons which 
I prefer to go into in executive session. 

Mr. Adams, who is my deputy, has been filling my place during my 
absence in the United States and I would like to have him catalog the 
chronology of events for you. Then we can both answer questions. 


STATEMENT OF EDWIN M. ADAMS, DEPUTY SPECIAL ASSISTANT 
FOR MUTUAL DEFENSE AFFAIRS, AMERICAN EMBASSY, ROME, 
ITALY 


Mr. Apams. While Mr. Rogers was speaking I have been thumbing 
through this file. I was going through it to see whether or not I woul 
be allowed to discuss exactly what has taken place this summer, and 
I find that every single document is classified. Every single docu- 
ment is classified “confidential” or higher. I do not see how I can 
tell you exactly what we have done this summer. 

Negotiations have been proceeding and Embassy economic consulor 
or I, or the two of us together, have been in these negotiations with the 
Ministry of Foreign Affairs. We have been in negotiations with the 
Ministry of State Participation—that is a new Ministry created 
during the past year—to handle the problem of these particular com- 
panies in the IRI and FIN complex, which we consider to be part and 
parcel of this. 

Mr. Fascetzi. But which the Italians do not ? 

Mr. Apams. But which the Italians do not. As to Government- 
owned firms, negotiations have been proceeding on a weekly basis 
and sometimes on a daily basis. There is reason to believe, and I be- 
lieve Mr. Deak will bear this out as a result of his most recent con- 
versations last week with the Ministry for State Participation, that 
we may have something concrete and positive and good news, I should 
say, possibly within the period of this month. 

Mr. Fascetx. That is excellent. 

Mr. Apams. The good news would be perhaps a chance to examine 
more closely than we have ever examined before, whether or not profits 
are actually made. 

Mr. Fascety. That is good enough. 

Mr. Apams. This does not go, however, to the basic problem of 
whether or not the firms are state owned. 

Mr. Fascetz. No. 

Mr. Apams. That would still have to be determined. 

Mr. Fascexy. It would lead to this: When we get through talking, 
we will decide whether or not we are going to have any more offshore 
procurement in Italy, and we might want to revise our agreement. It 


could lead to that, which is a very important consideration in this 
whole negotiation. 


Mr. Apams. Yes. 
Mr. Fascetu. If the decision is made, for example, that we do have 
some kind of a claim in here with respect to no profits, but it is a 
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rather tenuous proposition, maybe we ought to forget the whole 
thing and start with a new agreement. That might be a good decision. 
I am not prepared to quarrel with somebody’s judgment who is in the 
middle of negotiations, but we are prepared to discuss at length, it 
seems to me, who has been doing what, and why. I will give you this, 
so that you can see why the committee is diseussing this subject. 

First of all, we are not sure at this point who is the prime nego- 
tiator for the United States Government. 

Mr. Rogers just told us that Mr. Hoagland was. Well, we have had 
2 or 3 interpretations, or ideas, by 1 responsible people as to who is, 
whether it is the Embassy in the country involved or the Department 
of Defense special representative. 

Mr. Rocers. I wonder if I could explain the theory and the practice 
of this problem ? 

Mr. Fascetz. Yes. 

Mr. Rocers. Everything that is taken up with the Government. of 
Italy here in Rome is done under the authority and auspices of the 
Ambassador. I am the Ambassador's special assistant for this par- 
ticular problem. On the other hand, the funds involved are ad- 
ministered by the Department of Defense, and it has a prime respon- 
sibility for their proper administration. Therefore, it is entirely 
right that the Department of Defense should have appointed a special 
representative to handle matters on their behalf. 

Mr. Fascetu. Is this one man’s interpretation ? 

Mr. Rocerrs. It is one man’s interpretation, and I believe it holds to- 
gether. The operations of the United States Government abroad are, 
in general, conducted under the auspices of the Department of State. 
Therefore, when Mr. Hoagland was appointed by the Department of 
Defense, a State-Defense telegram was sent out by the Secretary of 
State and concurred in by the Secret: ivy of Defense, informing the 
diplomatic missions of Mr. Hoagland’s appointment and giving us 
our instructions for negotiating with our respective governments. 
We here in the Embassy feel that it is our job to advise, assist, and 
coordinate with Mr. Hoagland, but that the initiative, however, rests 
largely with Mr. Hoagland and the Department of Defense rather 
than with the Embassy. 

Mr. Fascetn. That is very peculiar, because that is the reverse of 
what. he said. 

Mr. Apams. Very possibly there is a misunderstanding between 
Mr. Hoagland that we did not know about. 

Mr. Fascein. V ery possible; entirely possible, 

Mr. Rogers. I must say our relations with Mr. Hoagland have 
been excellent. 

Mr. Fascetn. We understand that. 

Mr. Rocrers. The only thing that we wish for is that Mr. Hoag- 
land could spare us more time, consecutively, to bring the negotiations 
to an issue. However, the Italian negotiators have “not made it easy 
for him to allocate his time that way, ‘either, so I cannot re: lly main- 
tain the point. 

Mr. Fascety. Is this something of concern to us? If you have 
this problem that has been hanging fire for such a long time, in- 
volving so many countries and have one man, a Department of De- 
fense representative, we had several questions in our minds on that. 
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No. 1, what was the responsibility of the contracting officers? They 
have been doing a good job heretofore. Were they suddently pulled 
out of this thing? 

Mr. Rocers. "They were never in it, Mr. Chairman, and I will tell 
you why. Article 16, which is the no-profits clause, aside from stat- 
ing that: there shall be no profit realized by the Government of Italy 
as a result of OSP contracts, also says: 


* * * In the computation of profits under this clause, the contracts shall 
be taken collectively * * * 

That is to allow for a perfectly reasonable thing. 

That is, the Italian Government may realize a loss on some of the 
contracts, and those losses may be charged up against any profits. 

Mr: Fascetu. Is it your interpretation 1 that the clause makes it man- 
datory to collectivize the contracts for purposes of negotiation ? 

Mr. Rogers. Yes, sir; that is what it says. In the computation of 
profits, hereunder, the contracts shall be taken collectively. This is 
read in the context of the article. 

Mr. Fasceti. That means that, if you have a loss in one and a profit 
in the other, you can offset the loss and the profit; is that the way you 
interpret it ? 

Mr. Rocers. I believe that was the intent of the clause. 

Mr. Fascett. You would not be real mad if somebody interpreted 
it another way, would you ? 

Mr. Rocers. As far as I know, it has never been interpreted any 
other way. 

Mr. Fascetx. How about the factor of what isa loss? 

Mr: Rogers. This remains to be negotiated. We do not know what 
a profit is, either, yet. 

Mr. Fasceii. What you are saying is that this lays down a basic 
pattern and we have to go from there. We are having difficulty going 
on from there ? 

Mr. Rocers. The point is that article 16 establishes a principle 
agreed to by both Governments, but a principle which is not easy to 
implement in practice and which we have not yet seen a means of 
implementing jointly with the Italian Government. We think we see 
a means of implementing it, and that is our position, but the Italian 
Government has another position. 

Mr. Fasceiti. You might help us in keeping a perspective on oe 
problem if you could tell us properly the order of magnitude, 
money, that we are talking about ? 

Mr. Rocrers. We are talking about contracts, on which there may 
have been profits or losses, amounting to, I would say, approximately 
$150 million. 

Mr. Anams. I do not think we can tell until we have an accounting 
procedure to go through this. 

Mr. Rocers. Moreover, we cannot tell because some Italian firms 
are in varying degrees of re): sae with the Italian Government. 
Even the most doctrinaire interpretation of the United States position 
would have to allow for the degrees of what we believe to be Italian 
(sovernment ownership or control. 

Mr. Fascrii. That raises a problem immediately. Are we talking 
about 51 percent of stock? Thisisan American concept. If you have 
51 percent. of stock, you have control of the corporation, and, if you 
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do not, you are not in control, but you are a minority stockholder. 
Whether the Italian situation is the same way, as a matter of law, I 
do not know. I certainly can see where it would be a matter for 
discussion. 

Mr. Rogers. It is certainly a matter for discussion, but—— 

Mr. Fascexu. I understand. We have no way of knowing, then, on 
these, what the amount involved might be? We do not know whether 
it is several million dollars, $50 million, or what, or somewhere 
between zero and $20 million ? 

Mr. Apams. I would like to point out that Mr. Rogers mentioned 
$150 million. He was talking about the contract value. 

Mr. Fascetx. I understood that. He was not talking about the 
ane of profit or loss, all of which are subject to audit, and so 

orth. 

Mr. Rogers. That figure is not sacrosanct. It is a very inexact 
proposition. 

Mr. Fasceiu. If you took it by American standards and a man was 
really lucky and made 10 percent, which is today pretty good, you 
are talking in the magnitude of $15 million. 

Mr. Rogers. I think we can check that in a few minutes and let you 
have something for the record that would be more meaningful. 

Mr. Fasceti. We do not need it, but we would like to have it. We 
are trying to stay away from a secret record, because that would mean 
a lot of worry after getting it printed, and so forth. 

If we got a figure of $200 million, or whatever the figure is, and 
allocated 10 percent—10 percent is not normal, but it is pretty high 
in some countries—but if you allocate somewhere between 6and 10 
percent, you are talking about somewhere between $12 million and 
$20 million. It is a figure in that magnitude. Whether that is right 
as related to this problem or not I do not know. 

Mr. Apams. There is one thing you can safely say, because it is a 
matter of public record, that many of these firms which we consider 
to be part of the Italian Government complex operate at a loss all of 
the time. If that is any indication 

Mr. Fascetu. According to their account ? 

Mr. Apams. According to their account. 

Mr. Rogers. This is the reason for their relation with the Italian 
Government. The Italian Government has gone into the effort of 
state subsidy, and we say ownership, in order to maintain employ- 
ment in Italy, which is one of their primary problems. They have 
kept firms going for years in the red in order that the labor force 
would be kept intact and the people would not be thrown into unem- 
ployment. This is the raison d’étre of the whole effort. 

Mr. Fascety. This becomes a flat economic determination of where 
you are going and what allowances you will make. It does raise this 
problem, as I see it; that is, unless some kind of a determination is 
made, you could build up tremendous credit allowances to apply to all 
future contracts under the Italian position. That raises a question of 
how far are you going to go along on this thing? 

Mr. Rocers. That is true, and you can also see how difficult it might 
be to prove the existence of a profit on a single contract realized by a 
firm which has been in the habit of losing money over a period of 
20 years. 

Mr. Fascetz. I think there are two general areas involved here. 
No. 1, we have contracts running over since 1952 involving substantial 
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amounts of money. When the problem arose some years ago—and we 
still have it—we were talking retroactively and now that is a matter 
of concern. It looks as though somehow it is something that ought to 
be done with respect to determination one way or the other on the 
retroactive problem. One thing is certain, if you continue any sub- 
stantial amount of procurement, unless some kind of agreement is 
reached the problem is compounded. We are very appreciative of that 
fact. That is why we have been meeting almost every day and trying 
to do something about it. 

Mr. Rocers. These negotiations have been relatively intense over a 
period of more than a year with, I would say, good will on both 
sides and I believe good faith on both sides. 

Mr. Apams. They have gone to the highest level. 

Mr. Fascety. I have had a certain amount of curiosity about one 
thing, and that has been that certainly this question should have 
come up and did come up fairly early, maybe after the first contract. 
I do not know what the history of the thing is but I think it is about 
4yearsold. Is that right, Mr. Blair? 

Mr. Buarr. Back in 1953. 

Mr. Fasceiy. The first audit was in 1953. 1953-57 is a long time to 
reach some kind of a decision, no matter how delicate, unless a de- 
cision has already been reached that this is necessary as a matter of 
international relationships. If that decision has been reached, then I 
believe it should have been made known. 

Mr. Rogers. May I just comment on that, Mr. Chairman ? 

Mr. Fascetu. Yes. 

Mr. Rocrers. This memorandum of understanding or agreement is 
dated March 31, 1954. 

Mr. Fascetyi. In other words, that was an attempt to solve the 
problem ? 

Mr. Rogers. It was not an attempt to solve the problem but it was 
an agreement on principle. It was an agreement that there was a 
problem that would be solved by the two governments. 

Not many contracts actually have been completed until relatively 
recently. I believe we received our instructions to initiate negotiations 
about the time when the first contract was being completed. 

Mr. Fascetxi. Can you give us an idea of when that was? The com- 
mittee does not have any idea of what time period you are talking 
about. 

Mr. Rogers. I cannot spot the date, but it was in 1955 that we were 
informed. 

Mr. Fascetxi. That you ought to start? 

Mr. Rocers. That Mr. Hoagland had been appointed and we should 
proceed to negotiate with certain objectives in mind. 

Mr. Fascety. Here is something else that we are interested in. 

Mr. Rocers. Late in 1955. 

Mr. Fascetu. Did knowledge of the problem come from the top 
down, or here up ? 

Mr. Rogers. Knowledge of the problem is shared both in Washing- 
ton and in the field. This is a piece of paper which we worked with 
every day, but under normal circumstances we do not begin an inter- 
governmental negotiation except by instructions by the Secretary of 
State. 

Mr. Fascett. Which means that report went out from this office 
and instructions were issued resulting in a conference in Washington 
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between the Secretary of Defense and the Secretary of State, or rather 
their offices, which issued the joint instructions? 

Mr. Rogers. Yes. I believe the General Accounting Office con- 
curred in that instruction and so did the Treasury. I think it was an 
intra-agency instruction, 

Mr. Monteomery. Mr. Chairman, I want to revert to a previous 
statement. made by Mr. Rogers that this matter has never been one for 
handling on the contracting officer level. 

Do you not think that it is true where a contracting officer inad- 
vertently, at the time of negotiation, permits a profit or an addition 
to a cost on a contract, that he would have the right at that level 
to negotiate it out before completion of the contract ? 

Mr. Rogers. No, sir; I do not think that would be consistent with 
the no-profits clause which makes it perfectly clear that the whole 
problem of profits and their recovery by the United States Govern- 
ment will be a matter for discussion between the United States and 
the Italian Government and that any computation of profits will be 
collective. The individual contracting officer, therefore, and this mat- 
ter has arisen before between us and the contracting officers who in- 
terpreted their responsibilities along your lines, we have always felt, 
and I believe the Department of Defense shares our view, did not have 
the authority or the responsibility to act on behalf of the United 
States Government under this international agreement. 

Mr. Fascetzi. Then what you are saying, Mr. Rogers, is that under 
the interpretation of the bilateral, the State Department has the pri- 
mary and sole responsibility while the Defense Department comes 
along froma technical standpoint ? 

Mr. Rocers. I would s: Ly 

Mr. Fasceitt. You cannot be on both sides of that one very easily. 
I agree with you. I think under this agreement it is a responsibility 
of the State Department. 

Mr. Rogers. The Department of State and the Secretary of State 
have the responsibility for the conduct of foreign relations, but I think 
it would be an exaggeration to say that that makes a responsibility of 
the Secretary of State every det ailed day-to-day operation by any one 
of the Government agencies operating abroad administering programs 
involving billions and billions of dollars 

Mr. Fasceizi. The contracting officer either has responsibility to 
negotiate or he does not ? 

Mr. Rocers. The contracting officer in our view does not have the 
responsibility for recovering profits. The United States Government, 
at the diplomatic level, has it. In the past, in these new programs that 
have been engaged in with Department of Defense, there has been a 
coordination and a division of responsibility both in Washington and 
abroad. 

Mr. Fascetn. What is your thinking with respect to the problem 
of tax-exemption recoupment? Here you have a contracting officer 
dealing directly with the same people that you are talking about, 
but this is not a government-to-government problem. I ask that asa 
question. 

Mr. Roarrs. It is a government-to- government problem at the level 
at which you lay down the rules. Tt is not a diplomatic problem at 
the level of collecting the check in reimbursement. It isa government- 
to-government problem and an Embassy problem insofar as, it seems 
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to me, making an agreement with the Italian Government as to princi- 
ples and pr ocedures. 

The implementation of the procedure must be handled on another 
basis. 

Mr. Fasceuu. If this is true with respect to tax exemptions which 
arise under bilateral agreements, why is it not true with respect to 
the question of profits / 

Mr. Rogers. I agree with your statement. I think we are saymg 
the same thing. The rules under which profits may be recovered have 
simply not been established yet. That is what our negotiation is 
about. 

Mr. Fasceryi. Once those rules are established, it is your thinking 
then that you cannot put it on the same basis of tax exemptions 
because you have already said that this is a lump-sum proposition / 

Mr. Rogers. Once the rules and regulations have been agreed on 
between the two governments for the recovering of profits, ‘LT would 
hope that the problem would be taken out of our hands and put in 
the hands of people who are auditors who can make the collective 
computation of profits and losses. 

Mr. Montoomery. Under this liberal interpretation of the no-profits 
clause in the bilateral, if all losses are offset, do you think there will 
be any profits ey ? 

Mr. Rogers. I do not know and I would not want to answer that 
question. 

Mr. Fasceti. This is a matter that is under consideration ? 

Mr. Rogers. This is a matter under consideration. 

Personally, as a taxpayer, I would hope that we find some profits 
recoverable. 

Mr. Fasceii. I am sure that makes a few of us who join with you 
on that. 

I am wondering now about this other thing under the interpretation 
of the bilateral, if this becomes a country-to-country lump-sum propo- 
sition. That isthe way I understood it. 

Mr. Rogers. It is our view that it is a government-to-government 
lump-sum proposition. That would be the end result of our efforts. 

Mr. Fasceiyi. If the other government desires it? It is not manda- 
tory / 

Mr. Rogers. That is correct. It is not mandatory because no matter 
how cooperative an allied government may a you cannot expect 
them to say that black is white when they really believe it is black 
and believe that their law says it is black. 

Mr. Fasceit. There is one other thing I want to ask about, and 
that is this: There is no difficulty then in determining by American 
juridical concepts what is corporate control? You have no trouble 
in determining in Italy, on American concepts, what is Government 
controlled? The information is available as to stock ownership and 
all of that ? 

Mr. Roarers. The information certainly is available. The relation- 
ship of the Italian Government and these companies is public knowl- 
edge. The financial reports of the corporations indicate the degree 
of stockownership. We think that these facts, when put together, 
indicate either Government ownership or Government control or both 
in connection with a large number of important recipients of OSP 
contracts, 

That is our position. 
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Mr. Monteomery. Mr. Rogers, I wonder if we could have for the 
record a concise statement of the legal composition of this corporate 
structure in Italy together with the individual corporations which 
come under this structure and which hold OSP contracts ? 

Mr. Rogers. We can give you such a statement. I believe that as 
a matter of fact this information is available in other congressional 
publications, but we will dig it up and provide it. 

Mr. Fasceit. We just do not happen to know where it is and we 
think it would contribute to an understanding of the problem on 
which we have had a considerable number of hearings, because this 
has given rise to misapprehension and misunderstanding. There are 
a lot of people who think there is a great secrecy about the fact that 
this corporate complex in Italy exists. As a matter of fact, it is a 
matter of public law ? 

Mr. Rocers. Absolutely. 

Mr. Fascetz. If we can dispel one doubt, by all means let us do it 
and get this statement to show that by law the Government set up a 
corporation which, by law, was set up and authorized to own stock in 
another corporation. 

(The material referred to follows :) 


BACKGROUND INFORMATION ON ITALIAN GOVERNMENT OWNED OR CONTROLLED 
CORPORATIONS 


In 1933 the Italian Government by law set up a wholly owned Government 
corporation called Instituto per la Ricostruzione Industriale (IRI) to provide 
funds appropriated for that purpose to bolster the entire industrial corporate 
structure in the country, provide Government supervision and direction and to 
coordinate the whole industrial production. 

IRI was established by public law and was given wide powers to trade in 
securities, issue bonds, mortgage property, and otherwise engage in business 
transactions. 

Under the IRI set up a network of holding companies, one for each sector of 
industry. These holding companies actually were intended to own controlling 
interest, and in effect operate all the corporations operating in its specific 
sector. 

The Board of Directors of IRI consists of eight of the Cabinet Ministers. 
The Chairman being appointed by the President of the Republic, who also ap- 
pointed three nongovernment experts on financial and industrial matters. 

The bylaws, approved by law No. 51, dated February 12, 1948, specify that 
profits of the corporation (IRI) are to be distributed as follows: 

20 percent to ordinary revenue of the Republic. 

15 percent to a specific fund for training executive personnel and for 
social welfare. 

65 percent for repayment of the appropriated endowment fund and other 
direct contributions made by the Italian Treasury. 

GAO study was limited to the activities of only one of the holding companies 
under IRI (Finmechanica). There are approximately 10 of these holding com- 
panies, for example, Stet covering the telephone industry; Finmara, the ship- 
ping industry; Finsider, iron and steel. Finmechanica (FIN) mechanical in- 
dustry. 

FIN was’ selected for detailed study because through its subsidiaries the 
greater portion of OSP contracts were let. 

FIN was established in December 1947 by law No. 1420, within IRI as a 
holding company. 

FIN’s entire corporate stock is controlled by IRI. 

While the bylaws of FIN do not require majority ownership by FIN of its 
subsidiary companies, in order to carry out its responsibilities, IRI has deter- 
mined that FIN must hold controlling interest. 

FIN as the holding company for its sector is responsible for supervision for 
expenditure of funds allocated by IRI and to coordinate the activities of the 
individual companies, determination of production quantities. FIN votes the 
stocks and elects the boards of directors of these concerns, and under determi- 
nation of IRI, it must hold controlling interest of all its subsidiaries. 
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Finmeccanica firms which received OSP contracts 


Name of firm 


Ansaldo_. 
CRDA... 








Percentage of stock- 
ownership 


IRI Finmeccanica 





Amount of 
contract 
when let 


$234, 777 

1, 737, 621 
1, 810, 576 
9, 159, 694 
2, 643, 000 
3, 112, 883 
2, 997 

12, 927, 385 
5, 705 

1, 404, 534 
74, 468 
12, 572 
225, 400 
719, 867 

, 517, 158 
11, 875, 534 
410, 374 
250, 583 
56, 283 


_ 


4 

‘ 
28, 934, 000 
26, 400, 000 
54, 400, 000 
410, 200 
410, 000 
19, 282, 769 
319, 620 
23, 106, 738 
2, 946, 316 
, 660, 000 
, 131, 990 
, 584, 600 
503, 500 
232, 000 


2 
1 
a 
7 
5, 








Name of firm 





Breda Elettromeccanica E Locomotive.__.....____- 


Breda Ferroviaria__... ; 

Breda Fond. Mece. Ind...._..__- 
Cab, Industrie Mecc. Bergamasche- -- 
Nuove Reggiane 


Italian Government, per se__..__-- 





Percentage of participation | 





FIM Finanz. E. 
Breda 


| 
| 


Amount of 
contract 





25.15 | 74. 85 


$15, 660, 000 
20, 600 
467, 857 

2, 345, 605 
197, 849 

7, 815, 405 
5, 112, 740 
22, 500, 000 
13, 959, 623 
7, 350, 000 
2, 464, 537 
112, 490 

1, 839, 236 
925, 900 

2, 941, 260 
2, 414, 868 
1, 835, 497 
230, 000 
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Corporations which form a part of the IRI-Fin complex 


Name of firm 


ACME.__- 

AERFER. me 

Aghi Zebra San Giorgio_-_-__- 
Alfa Romeo-__- 
Ansaldo - ___--- ; 
Ansaldo Coke és 

Ansaldo Fossati 

Ansaldo 8. Giorgio - - 

Arsenale Triestino 

Avis 

Cansim.._..<,i.. ; 

Cantieri Navali Adriatici 

Cantieri Navali del Quarnaro- ad 
Cnom, Cant. Navali Off. Mecc. Venezia- 
CRDA, Cant, Riuniti Adriatico 
Centro Nazionale Meccanica Agraria 


Cintia, Co. Imprese Naz. Turistiche, Italia-Africa- | 


Roma : . 
Cofi, Commerciale Finanziaria -_-- 
Cogei ._- x 
Commercio Prodotti Alfa Romeo 
Compagnia Italiana Marconi 
Comp.Tecnica Consulenza Caldaie- - - 
Delta, Metallurgica Ligure 
Elettrodomestici S. Giorgio 
Esercizio Bacini Napoletani 
FAMA , E 
Famind-Nap. Fabbrica Macch. Industr 
Filotecnica Salmoiraghi 
Fond. Officini S. Giorgio Fra’ _- 
Safog-Fond. Officine Gorizia 
Gas Compressi 
Imam cael 
Imam-Aerfer____---- 
Imena. - aici 
Immobiliare Ceriale- --- 
Marconi Italiana__- 
Merisinter __--_-_- 
Metalmeccanica Meridionale 
Microlambda_.- 
Monfalcone a, r. 1 
Motomeccanica. 
Navalmeccanica . 
Nuova 8. Giorgio_ 
Oarn___- a1 
Officine Elettromecc. Pugliesi- 
Officine Meccan. Ferr. Pistoiesi__- 
OMSSA chen 
Ossinitrica__--..-- 
Oto, Le Grazie... 
Oto, Melara_--_- 
Partecipazioni Estere- ; 
Saim, Amministrazione Immobili-_-- 
8. Eustacchio_- 
San Griorgio_-_ 
Savem, Vendita Esportaz. Motori--_- 
Sicmar, Commiss. Mater. Aeronautico-. 
Siemens - -- -- . 
Sigme-Generale Muniz. Esplos-_--- 
Sipai___. iii 
Sirm-Ital. Radio Marittima__- 
Sispre-Sviluppo Propuls. Motore 
Spica. __ abs 
Stabilimenti Meccanici Pozzuoli 
Termomeccanica Italiana - 
J ) ee 
Veneziana Esercizio Bacini 
Wayne Italiana- 





48.9 
59 
50 
49 
15 


49 
49 


49 


49 


49 


49 
49 


49 





48. 99 | 


100 


51 


7! 


51 
51 
51 


51 


51 
51 


Percentage of participation 


os fe ad 
|Finmeccanica| Other IRI-Finmec- 
canica firms 


SPA 


Ansaldo._------ 100 


CRDA. 


Alfa Romeo. .-- 


Do. 


Gruppo Finm_. 


Alfa Romeo 
8. Giorgio_- 


| Ansaldo- 


| Microlambda_- . --‘ 


FAMA.... 


CRDA 


Motomeccan 


..| CRDA 


Navalmeccan _ 


Ansaldo.. 


Do__. 
Do. 


Do__. 
Alfa Romeo 


CRDA..... 


_| 8. Giorgio. 
| 





Fin: 
Bre 
Bre 
Bree 
Bre« 
Bres 
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Duc 
Duc 
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Corporations which form a part of the IRI-F'in complex—Continued 
Percentage of participation 


Name of firm 





FIM Finanz. E. Jueati SSR 
Breda 

Finanziaria Ernesto Breda 99. 20 

Breda Elettromeccanica e Locomotive 25.15 74. 85 

Breda Ferroviaria- 10. 20 89. 80 

Breda Fucine-- 16, 75 83. 25 

Breda Meccanica Bresciana 10. 20 SY. 80 

Breda Meccanica Romana 20. 92 79. 08 

Fabbrica automobili lsotta Fraschini e motori Breda 61, 85 38. 15 

Breda Siderurgica. - - 20. 07 79. 93 

Breda Ist Ricerche Scientifiche 1, 33 98. 67 

Ducati SSR in liquidazions 99. 92 . 08 

Ducati Meccanica 35. 57 L 64. 43 
Ducati Elettroteenica 18. 06 . $1. 94 
Nuove Reggiane OMI 99. 53 47 

Cantiere } ala Breda 99. 86 14 

CAB, Industrie Meccaniche Bergamasche 99. 96 . 04 

Reggiane, OMI __- 83. 74 


U. S. EMBASSY—ROME 
TRANSLATION No. 1911 
CMTATTI/NOV. 2, 1956 


LEGISLATIVE DECREE No. 51 oF FEBRUARY 12, 1948 
(Published in the Gazzetta Ufficiale No. 44 of February 21, 1948) 


APPROVING THE NEW BYLAWS OF THE “ISTITUTO PER LA RICOSTRUZIONE 
INDUSTRIALE” (IRI) 


THE PRESIDENT OF THE REPUBLIC 
© steces _...______.___omissis—legislative references 
ENACTS 


the following legislative decree, approved by the Cabinet, in agreement with 
all Ministers: 


Article 1 

The “Istituto per la Ricostruzione Industriale (IRI)” is a financial agency 
of public law, with Head Offices in Rome. 

IRI administers the holdings and patrimonial assets owned by it. 

The Council of Ministers is responsible for laying down, in the public interest, 
the Institute’s general policies. 
Article 2 

The Institute’s capital endowment fund is in the amount of 60 billion Lire. 
Article 3 

For the achievement of its purposes, the Institute is hereby authorised to 
transact all necessary financial operations with the enterprises in which the 
State or the Institute itself own stock, and with Agencies of public law whose 
initial capitals are, wholly or partly, directly or indirectly, granted by the State. 

(Omissis-Institute authorised to borrow and make advances against State 
or State-guaranteed securities, to discount promissory notes, etc. Institute may 
not collect savings. ) 
Article 4 

The Institute may issue bonds in legal currency repayable in accordance with 
the respective amortisation plans * * *. The Institute may also float special 
bond issues corresponding to specific stockholdings, to be set aside in special 
funds in favor of the bondholders * * *. Payment of. principal and interest on 
such bonds may be guaranteed by the State, provided the Cabinet has recognised 
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that the corresponding transactions performed by the Institute are in the 
public interest. 


* * * * * * * 


Bonds may be to the bearer and nominal, and may be converted from one to 
the other type at the holder’s cost. 

Bonds are subject only to the stamp tax at the rate of Lit. 2 each, and are 
exempt from any and all other taxes, levied by the Central Govt. or by the 
Local Governments, present and future. They are quoted by law at the Stock 
Exchanges * * *, 


Article 5 


The Institute’s administrative organs are: 
(a) The President 
(b) The Vice President 
(c) The Board of Directors 
(d) The Presidency Committee 


Article 6 

The President and Vice President are appointed by Decree of the President 
of the Republic, on the recommendation of the Cabinet and with the concurrence 
of all Ministers. They serve three-year terms and may be reappointed. 

The President is the Institute’s legal representative * * * He calls and pre- 
sides over the meetings of the Board of Directors and of the Presidency Commit- 
tee. In urgent cases he may adopt ordinary measures falling within the compe- 
tence of the latter * * * 

The President, having consulted with the Board of Directors, recommends to 
the Prime Minister the appointment of the General Manager and, having con- 
sulted with the latter, appoints and terminates the Institute’s officers and offi- 
cials, and issues all provisions concerning personnel. 

2 ak oa * a * * 


Article 7 


(Vice President to assist the President and replace him when absent or dis- 
abled. ) 


Article 8 


The Institute’s Board of Directors is composed of— 
(a) the President 
(b) the Vice-President 
(c) three financial and industrial experts appointed by the Prime Min- 
ister 
(d) the State Accountant General (Comptroller General) 
(e) the Director of the Bureau of the Treasury 
(f) the Director of the Bureau of the Public Domain 
(g) the Director of the Bureau of Industry 
(h) the Director of a Bureau of the Ministry of the Merchant Marine 
(i) the representative of the Ministry of Posts and Telecommunications 
(j) the Director of the Employment Bureau of the Ministry of Labor 
(k) the Director of a Bureau of the Ministry of Defence 
The experts referred to under (c) above serve three- year terms and may be 
reappointed. 
The Board meets at least once a month * * * Quorum: 9 Directors. Deci- 
sions are taken at absolute majority; in the case of ties, the Chairman casts the 
deciding vote. 


Article 9 


The Board of Directors has the broadest powers of management over the Insti- 
tute. In particular, it decides concerning : 

1. All transactions for the acquisition and disposal of stock holdings; 

2. The floating of bond issues ; 

3. The purchase and sale of movable and immovable property required for 
the best management and use of the Institute’s patrimonial assets; 

4. Transactions, sales, and other actions required for the disposal of patri- 
monial assets ; 

5. The drawing up and presentation of the Balance Sheet in accordance 
with Article 16 below ; 

6. Such action as may be required in the Institute’s interest * * *; 
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7. The presentation to the Cabinet of recommendations for the amend- 
ment of the present By-Laws. 


Article 10 


The Presidency (Executive) Committee is composed of the President, Vice 
President, and the three experts referred to under Article 8 (c) above. 

Article 11 

Meetings of the Committee are called by the President * * * Quorum: 3 mem- 
bers. Decisions by absolute majority; in case of ties, the President casts the 
deciding vote. 

The Presidency Committee shall decide on such matters as the Board of Di- 
rectors will referred to it, and, in urgent cases, also on matters within the 
Board’s jurisdiction, except those referred to under Article 9, paras. 1, 2, 
and 3. 

* %* oe a ok 3 o 
Article 12 

(The decisions of the Board, Committee, and President to be duly recorded 
in Proces Verbals. ) 
Article 13 

The Board of Directors may decide to establish Technical Advisory Commit- 
tee to provide advice * * * as required by the Board, Committee, and President. 
Membership in the Board of Directors is not required for appointment to the 
Advisory Committee. 

Article 14 

The Institute's Board of Auditors is composed of— 

(a) a Magistrate of the Administrative Court, ranking not below Grade 
V, acting as Chairman; 

(b) a State Attorney ; 

(c) a representative of the Ministry of Finance, ranking not below 
Grade V; 

(d) arepresentative of the Ministry of the Treasury, ranking as above; 

(e) a representative of the Office of the State Accountant General, ranking 
as above. 

Two Alternate Auditors are also appointed, representing the Office of the State 
Accountant General and the Administrative Court. 

The Auditors serve three-year terms and may be reappointed. They exer- 
cise control over the Institute’s accounting, administrative, and financial opera- 
tions, attend the meetings of the Board of Directors, certify the balance sheets 
and the bond issue prospectuses. 

They have at all times access to the Institute’s books of accounts and 
records. 

Article 15 


(Remunerations to the Institute’s Officers to be fixed by the Minister of the 
Treasury.) 


Article 16 


The Institute is administered on a calendar-year basis. 

The annual balance sheet, closed December 31, is submitted for approval, by 
the following month of April, to the Minister of the Treasury, together with 
the Reports of the Boards of Directors and Auditors. 

The Balance Sheet is submitted to Cabinet, and to the Houses of Parliament as 
an attachment to the Rectified State Budget. 


Article 17 


The Profit and Loss Statement records exclusively the net surpluses and 
deficits deriving from operating revenues (dividends, discounts, interest receiv- 
able, commission fees, etc.), deducting operating costs (interest payable, admin- 
istration costs, taxes, etc.). 

Article 18 

The net annual profits, determined as indicated in Article 17 above, are dis- 
tributed as follows: 

20% to the ordinary reserve fund ; 

15% to a fund for the purposes outlined in Article 24, below; 
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the balance of 65% to the Treasury of the State as a reimbursement of the 
capital endowment fund and of the Treasury’s contributions granted to the 
Institute. After completion of such reimbursement, the said 65% shall go into 
an extraordinary reserve fund. 
Article 19 

The ordinary reserve shall be used to cover operating losses. In the event 
that the amount of the latter exceeds that of the ordinary reserve, the difference 
must be covered in the following years before any other destination of the 
profits. 


Article 20 

The additional value (gain) realized in each year from the sale of stockhold- 
ings and collection of credits, over and above book figures, shall not be shown 
as operating profit, but shall be set aside in a special reserve to cover any losses 
incurred in the following years in the sale of stockholdings or payment of debts. 


Article 21 

(General Manager to be appointed by Decree of the Prime Minister and work 
directly under the President as the highest executive officer of the Institute.) 
Article 22 

(The Institute’s officers and employees may not engage in any profession or 
trade, or private or public employment. They may not be officers in corpora- 
tions unless specifically authorized in writing by the President. ) 
Article 23 

(Power of signature for the Institute—officers holding same.) 
Article 24 

The 15% share of the profits referred to in Article 18 above is paid into a 
special fund to be used in project for the training of future executives in industry, 
for vocational training, and social welfare projects * * * as directed by the 
Board of Directors. 
Article 25 

This Decree enters into effect on the day of its publication on the Official 
Gazette * * *, 

Given in Rome, February 12, 1948. 


I. BACKGROUND AND CREATION OF IRI 
A. BACKGROUND 


In Italy, laws have been passed to create corporations which are called entities 
affected with a public interest. When the Government sees fit to delegate some 
of its governmental functions to such an entity, it creates the entity by legisla- 
tion. IRI is a perfect example of an entity created for the public’s interest and 
to perform governmental functions. When these entities are created by Parlia- 
ment, the Italian Government claims that they have no legal identity with the 
Government. Other examples of entities affected with a public interest which 
have been created by legislation to perform governmental functions are those 
corporations which establish social security, workmen’s compensation, and vari- 
ous types of medical insurance. Thus, it can be seen that a corporation affected 
with the public interest can perform either economic or social functions. IRI 
performs an economic function and is the largest of all the entities created by 
the Italian Government in the public interest. As such, it is controlled by public 
law and not private-corporation law. 


B. CREATION 


IRI was created by the Italian Government during the financial crisis of 
1933 when Italian banks had loaned all of their funds to the limit, large cor- 
porations in Italy were going into bankruptcy, and unemployment was increasing 
drastically. Therefore, a governmental institution to substitute for the banks 
and to finance large, basic sectors of Italian industry was required on an urgent 
basis. As a result, laws were passed in the Italian Parliament creating IRI. 
When these laws were passed, it was thought that IRI would be a temporary 
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organization, but it has lasted through the years and the end of its existence 
is not in sight. For all practical reasons, it is now considered a permanent 
entity. 

Il. Purpose or IRI 


A, TO PROVIDE FINANCING FOR ITALIAN INDUSTRY 


The articles of incorporation of IRI, as approved by the Italian Parliament, 
provided an endowment fund for IRI from the Government Treasury of 60 
billion lire, and this amount was later increased to 120 billion lire. The money 
was to be used as the officials of IRI, acting to implement Government policy, 
might determine best to provide security for large segments of Italian industry 
in danger of collapsing. Actually, the money was used in direct loans, by 
purchasing the shares of old industries, or establishing new industries. Thus 
it can be seen that in some cases IRI became an enormous holding company 
and loaning organization. (NoTre.—By law, the endowment fund was not a gift, 
but a loan from the Government to IRI which was later to be paid back to the 
Government without interest. Actually, no money has been repaid, since IRI 
has never made a profit with which to make payments.) The needs of large 
segments of industry grew to such proportions that the 120 billion soon became 
inadequate. Therefore, additional funds were raised by issuing IRI bonds on 
the public market. In recent years, it is estimated that the Government’s 
endowment does not amount to more than one-tenth of IRI’s total investments, 
and the bond issuances provide the major source of funds. 


B. TO CURB UNEMPLOYMENT 


IRI financing of basic industry had the second function of curbing unemploy- 
ment and preventing unrest among large segments of the population which were 
adversely affected by the depression in Italy in 1933 and by the continuing 
unemployment problem always existent in this country. IRI was able to deter- 
mine which section of the country geographically and functionally was in the 
greatest need of employment and then to support industries in such areas or 
establish new ones, thus increasing Italy’s industrial potential while at the same 
time relieving certain acute unemployment problems. 


C. TO PROVIDE TECHNICAL ASSISTANCE 


IRI through its enormous financial domain is able to marshal the best tech- 
nical as well as financial minds available to the country and thus offer technical 
assistance to its various industrial subsidiaries. 


III. GovERNMENT CONTROL OF IRI 


In accordance with article I of the bylaws of IRI, its basic policy direction 
comes from the Italian Government's Council of Ministers. The Council could, 
for example, instruct IRI to direct its technical and financial aid to any specific 
segment of Italian industry. The actual implementation of the basic policy 
would then rest on the executive body of IRI and would not be subject to specific 
governmental administration. In this regard, it is noteworthy that IRI has 
no voting stock and no organization other than the Council of Ministers ean 
direct its management, and this it does only in a very general way. 

sy article 6 of the bylaws of IRI, the president and vice president are ap- 
pointed by decree of the President of Italy on the recommendation of the Cabinet 
and with the concurrence of all Ministers. The president of IRI recommends 
to the Prime Minister the appointment of the general manager, and having 
consulted with the latter appoints and terminates the institute’s officers and 
officials and issues all provisions concerning personnel. The board of directors, 
which meets 12 times a year, is composed of the president, vice president, three 
financial experts appointed by the Prime Minister, the State’s Comptroller 
General, and the directors of the following agencies: Treasury, Public Domain, 
Bureau of Industry, Merchant Marine, Posts and Telecommunications, Labor, 
and Defense. 

The executive body of IRI as composed of the president, vice president, and 
committees they appoint are not considered by the Italian Government to be 
governmental employees. They are not paid Government salaries; they are not 
civil servants; they do not receive Government pensions upon retirement. 
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Other evidence of Government control of IRI is the fact that the financial 
sheets of the corporation must be submitted to the Italian Treasury every year. 
The officials of the Ministry of Industry and Commerce claimed that this was 
only a formality; however, since the Treasury checked the financial sheets 
only to determine if IRI was making a profit so that it would be in a position 
to repay any part of the endowment fund loaned to IRI (see par. II above). 
Thus far IRI has never made a profit, and the Treasury’s examination of the 
IRI books is considered to be perfunctory. 


IV. Mason Activity oF IRI anp a TypicAL SuBsIDIARY—“FIN MECCANICA” 


Among other activities including direct ownership and control of certain cor- 
porations, IRI became a holding company for four basic sectors of Italian 
industry: electrical, mechanical, siderurgical, and marine. To finance these 
four sectors of Italian industry IRI created four holding companies named: 
Fineletrica, Finmeccanica, Finsider, and Finmare. The “Fin” companies de- 
scribed above are private corporations governed entirely by private law and not 
by public law. They were established in accordance with the code concerning 
the establishment of private corporations, and are governed by the corporation 
statutes. To establish these corporations, IRI received Government permission 
by executive government decree. Money for the corporations was raised by 
bonds, which were guaranteed by the Government. IRI held 100 percent of the 
eapital stock of the Fin companies it created. IRI then issued bonds to the 
public which were convertible into shares of stock of these corporations. Such 
convertible bonds, however, were issuable only up to 50 percent of the total 
value of the capital of each Fin company, and IRI set aside 50 percent of the total 
stock value of each company to honor the bonds and convert them into stock 
if new bond holders so wish. For example, after organizing Finmeccanica 
and owning all of its stock, IRI put out an issue of IRI bonds which are each 
eonvertible on certain terms into stock of Finmeccanica. To stand behind those 
bonds, IRI set aside in its own treasury half of the Finmeccanica stock in case 
any or all bondholders chose to make the conversion. Thus far very few bond- 
holders have wished to convert the bonds into stock since as bondholders they 
have a fixed claim for principal and receive interest on their money, and as stock- 
holders they would have to depend on the corporations’ making profits which they 
have not done. By this system it is apparent that IRI always keeps 50 percent 
of the stock from each of the Fin companies absolutely under its control, and the 
other 50 percent is also in IRI but is available for transfer to bondholders should 
they wish to convert from bonds to stocks. In only two companies have a few 
bondholders been interested in converting to stock. 

Since IRI has the power of a majority stockholder in these Fin corporations, 
it can and does direct management, and designate the board of directors. Thus 
the power of IRI in the enormous “Fin” section of Italian industry is virtually 
limitless. At the same time, since IRI receives its basic policy directives from 
the Government as a corporation affected with a public interest, the Govern- 
ment’s control or influence in the Fin companies through IRI is obvious. The 
Fin companies in turn have their subsidiaries which they own and control as 
majority stockholders, and these also in turn may have subsidiaries. To sum- 
marize this complex “holding” corporation picture in the simplest terms, the 
Government’s relationship to IRI, plus IRI’s relationship to its holding com- 
panies, (e. g., Finmeccanica), and finally Finmeccanica’s relationship to its 
subsidiaries, the following is submitted : 

“TRI was created by the Government by public law to finance Italian industry, 
IRI in turn created various large holding companies to finance specific sectors of 
Italian industry. Finmeccanica is one of these. It is a corporation in the field 
of private law and its scope is the technical coordination and financing of various 
holdings in the mechanical industries field in Italy. In the mechanical industries 
field Finmeccanica has many holdings, and each one of these in turn is a private 
corporation. Just as IRI holds stock in Finmeccanica, Finmeccanica in turn 
holds stock in its various corporations, such as, AERFER, Microlambda, etc. 
The duties of a shareholder, financier, and technical coordinator are all carried 
out by Finmeceanica. In the financial field, Finmeccanica acts as a bank, or 
private financier, with its private customers already selected for it (i. e., only its 
operating subsidiaries) in the mechanical industry field. In other words, these 
private customers are predetermined since they are the companies in which 
Finmeceanica holds stock. The financing is accomplished by finding the neces- 
sary funds on the market, through the sale of bonds or other borrowing methods, 
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which funds are distributed among the holdings as required. Finmeccanica acts 
as guarantor for the bond issues of its subsidiary companies when the companies 
themselves raise money on their own account. All of the companies in the 
Finmeccanica complex are so set up that Finmeccanica always maintains the 
majority of stock therein, and thus financial and technical control.” 


V. CERTAIN FINANCIAL RELATIONSHIPS BETWEEN SUBSIDIARIES OF IRI 
AND THEIR SUBSIDIARIES 


This matter can best be dealt with by illustration of the following typical 
IRI held combine: 

Finmeccanica, as a subsidiary of IRI, owns and controls three shipbuilding 
companies: Ansaldo, CRDA, and Navalmeccanica. All three of these shipbuild- 
ing companies existed prior to the creation of Finmeccanica by IRI. The hold- 
ings of these companies were taken over by IRI between 1933 and 1935 through 
the procedure of demobilization of banks which had loaned these companies 
money and which were in financial difficulties. These banks held stock in the 
shipbuilding firms. When IRI advanced money to the banks it took over the 
share holdings of the shipbuilding companies. In 1947 it was decided that IRI 
should establish a separate corporation to finance and guide the mechanical 
industry field. Therefore, IRI created Finmeccanica between 1933 and 1935 and 
sold to it the shares of stock in the shipbuilding companies. In this way, Fin- 
meccanica became the intervening stockholding agency for the shipbuilding com- 
panies. These three companies each directly owns and runs active shipyards. 
They are going industrial concerns in which Finmeccanica is simply the majority 
stockholder. Finmeccanica, however, promotes the companies financially when- 
ever financial assistance is required. IRI, however, still owns some shares of 
stock in the three firms on its own account. 

AERFER and Microlambda, for example, were not preexisting corporations 
which IRI or Finmeccanica took over by loaning money and acquiring stock, but 
instead were new corporations created by Finmeccanica to perform needed 
functions in the overall IRI-Finmeccanica organization of companies. IRI’s 
influence through Finmeccanica in the subcorporations can best be measured by 
whether or not IRI’s approval is required for those specific actions of Finmec- 
canica in creating new companies. Actually this depends upon the importance of 
the actions. The IRI articles of incorporation specifically list the actions which 
IRI must take with regard to its subsidiaries or the actions which the sub- 
sidiaries must submit to IRI for approval. All activities of an affiliated or sub- 
ordinate organization of IRI, such as Finmeccanica, must be referred to IRI when 
these actions are of a certain dimension or executive level. For example, any 
activity of Finmeceanica which would involve financial assistance from IRI 
would have to be brought to the attention of IRI at an executive level and 
later approved by IRI’s board of directors. In some instances, bringing the 
matter to the attention of IRI’s executive level would be sufficient without 
approval being required from the board of directors. The determination of how 
to bring any action to the attention of IRI, and at which level, rests upon the 
importance of the activity and the money involved in the way of IRI financing. 


VI. FIM (11 FonpbDo PER IL FINANZIAMENTO DELL’ INDUSTRIA MECCANICA) 
A. PURPOSE OF THE ORGANIZATION 


FIM is a corporation “affected with a public interest” and as such is com- 
parable to IRI and not comparable to Finmeccanica or other IRI subsidiaries. 
The corporation was created after the war when Italian industry was in a 
critical position, both from physical destruction and from financial upheaval. 
Some of the heavy industry factories, particularly in the Lombardi area, had been 
geared for war and needed to be regeared for peacetime production. Some 
had been overexpanded and were greatly in debt, while at the same time laws 
prevented these factories from firing employees so that the debts from payment 
of salaries were increasing weekly. To correct this chaotic situation the 
Italian Government created FIM with an endowment fund to perform three 
functions: (1) to finance certain companies, (2) to increase the capital of certain 
companies, and (3) to provide demobilization of interest that these companies 
had developed in other companies outside the mechanical industry field. 
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B. DISTINCTION BETWEEN FIM AND IRI 


The question arises as to why FIM was created when IRI was already in 
existence and apparently could have performed the same functions through the 
Finmeccanica complex. The Italian representatives stated that the basic reason 
was that IRI was already overburdened and, therefore, a separate, distinct or- 
ganization was required. In its creation, FIM was made more elastic and agile 
as a corporation than IRI. Where IRI became permanent, FIM was made a 
temporary corporation. FIM will liquidate itself when the companies it helped 
are financially strong enough to stand alone. Another distinction between IRI 
and FIM is the fact that IRI finances only those corporations in which it has 
an interest, and FIM offers loans to any corporation in the mechanical industry 
field whether or not it has a stock interest in them. In other words, FIM 
is a bank for industrial financing of a basic segment of Italian industry regard- 
less of the ownership of the borrowing company. 


C. DISTINCTION BETWEEN FIM AND FINMECCANICA 


Regarding the activities of FIM and Finmeccanica it can be seen that the 
functions of the two organizations are very much the same, but their legal 
structure is completely different. Finmeccanica is a private company under 
private law—it is a subsidiary of IRI which is an entity of public law created 
by the Government. FIM is also an entity of public law and is in some respects 
a small IRI with a short life. Therefore, while FIM and IRI are more or less 
parallel organizations, Finmeccanica is a subsidiary organization. 

All the companies in the FIM complex (i. e., subsidiaries of FIM) are private 
companies just as AERFER and Microlambda in the Finmeccanica complex are 
private companies. (The largest companies in the FIM complex are the eight 
Breda organizations whose stock is held by a holding company called Finanzieri 
Ernesto Breda. ) 

D. FINANCIAL ACTIVITIES 


In performing its functions FIM is in some cases a creditor of the companies 
through loans and in others a part owner through holding shares of stock. FIM 
is now the majority stockholder of many of the large heavy industry companies 
of Italy. When FIM was first created it acted in the interest of 80 companies. 
Now it is a shareholder of only 16 companies and will return them to private 
enterprise and private capital as soon as they are financially strong enough to 
stand alone. 

Mr. Apams. I would like to straighten out one thing. You asked 
for a clear, concise statement. The information on this is compiled in 
books this thick [indicating]. Each one of these corporations may be 
under a separate, distinct decree, and so forth, different types of regu- 
lations in the particular law or decree involving that particular firm 
I can give you a general statement that I have prepared. 

Mr. Fascett. Let us see if we are in the same talking area at this 
point. Let us take Alpha Romeo, for instance. It is a corporation, 
and X number of shares or percentage of stock, to wit, is owned by 
IRI and Fiat, both of which were set up by Italian law. They have 
held, or are holding, offshore procurement program contracts. 

Mr. Monvrcomery. Could you give us the amount ¢ 

Mr. Fascent. Ina certain amount, whatever it is. This then chan- 
nelizes your problem and you say, “Ww ell, we think these are Govern- 
ment controlled.” At least, the committee ean say that. The Italian 
Government says, “As a matter of law,” or whatever, “they are not.” 
This is a matter which is under daily and urgent review and consider- 
ation. That would be extremely helpful if we could get that. Are 
there any other questions ¢ 

Mr. Potanp. That would indicate on its face whether this is derived 
from public sources ? : 
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Mr. Fascetu. Yes; you can say this is the best information available, 
or whatever you want to do. 

Mrs. Harden ? 

Mrs. Harpen. No questions. 

Mr. Fascety. Mr. Michel? 

Mr. Micneu. No questions. 

Mr. Fascett. Mr. May? 

Mr. May. No questions. 

Mr. Micuex. Mr. Chairman, I have one question. Mr. Rogers, what 
is the gross national product here in Italy ? 

Mr. Rogers. I believe it is between $22 billion and $24 billion. 

Mr. Micuet. That is for this fiscal year ? 

Mr. Rogers. Probably the last fiscal year. This one is not over yet. 

Mr. Micuen. The last fiscal year Italy spent, roughly, what in bil- 
lions of dollars for defense ? 

Mr. Rogers. About $900 million; between $850 million and $900 
million. This, again, is one of those things subject to definition, but 
it is accurate to say between $850 million and $900 million. 

Mr. Micuet. Their budget for the comparable period was what in 
billions of dollars? 

Mr. Rogers. We normally talk about it in terms of percentage of 
Government revenue, total Government revenue. This would be be- 
tween 20 and 22 percent of total Government revenue. 

Mr. Avams. Are you talking about the whole budget of the Gov- 
ernment ? 

Mr. Micuen. Yes. I would like to have three figures: GNP, budget 
for a year, and defense spending for a year. Then I would hke 
comparable figures for what is the percentage of defense spending to 
the gross national product and the percentage of defense spending to 
1 year’s budget ? 

Mr. Rocers. About 4 percent. 

Mr. Bucxuery. Four percent being $850 million to $900 million as 
compared to $24 billion gross national product? 

Mr. Rogers. I would like to comment on that because it looks like a 
low figure. It is not a particularly low figure. 

Here in Italy you have approximately 50 million people living in 
an area the size of California and a large part of that area is moun- 
tainous and nonproductive. Mineral resources are very scarce and 
the result is a relatively low standard of living in Italy. A stand- 
ard of living at best provides a per capita income of about $400 a 
year and this is an average between north and south. The south is 
considerably lower than the north. These factors add up to making 
the need for economic development and new investment in depressed 
ee very pressing from a political, economic, and sociological point 
of view. 

On the other hand, this limits the amount of total percentage of 
the gross national product or Government revenue which can be 
devoted to defense. We think that the Italians are devoting a con- 
siderable amount of that budget to their defense measures. It will 
never be enough from our point of view, but'as long as we are forced 
to provide equipment and continue to help them, which, in our in- 
terests, we are, their defense budget will not be high, or high enough 
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to suit us. However, it is higher than it appears from the figure of 
4 percent of their gross national product. 

Mr. Potanp. Mr. Chairman, for purposes of clarification, I would 
like to ask whether the budget that you mentioned is a federal budget 
or an overall budget. 

Mr. Rocers. That is the Italian Government defense budget. I do 
not know what you mean by “federal budget” here. 

Mr. Potanp. Do the different states and municipalities and com- 
munities raise their‘own revenue, which is revenue taken out of the 
gross national product over and above the budget? 

Mr. Rogers. No, sir. When I speak of Italian Government reve- 
nues, I mean the equivalent of federal revenues. 

Mr. Potanp. That figure ? 

Mr. Rocrrs. Not local ? 

Mr. Potanp. That figure is how much again ? 

Mr. Rocers. I cannot give you that figure. I would have to look 
it up. All of these figures are available and accurate, but we need 
half an hour or so to get them together. 

Mr. Fascetx. We will develop them probably this afternoon. 

Mr. Micuer. Through the medium of offshore procurement con- 
tracts, we are providing a form of so-called indirect economic aid. 

Just in your own personal judgment, have we overemphasized mili- 
tary expenditures? Would it be your judgment that there would be 
areas in which we should be embarking upon a program of strictly 
economic aid? We have kicked that around pretty much in the past. 

Mr. Rocers. The offshore procurement contracts were placed in 
Italy as a means of fulfilling military requirements which were estab- 
lished by NATO and the United States. The contracts were let on 
a competitive basis, but there is no doubt about the fact that there has 
been some economic benefit to Italy. 

However, that was not their prime purpose. Their purpose was 
to fulfill a military requirement. A military requirement which 
could be more practically fulfilled by contracting overseas under cer- 
tain criteria concurred in by Congress and which, in these cases, could 
be done better than by contracting within the United States. 

Mr. Fascert. That was the prime reason; all right. There is no 
question about it, but would it not depend on whether or not the 
equipment was ever used as to whether or not the prime reason was 
ever met ? 

Mr. Apams. Most of the equipment, we hope, will never have to be 
used. Itis ammunition, $300 million worth. 

Mr. Rogers. Produced in Italy. 

Mr. Fascett. Maybe I misunderstood you. This is not an Italian 
requirement ? 

Mr. Rocers. No, sir. These are part of overall NATO military 
requirements. 

Mr. Fascetxz. Not for Italy ? 

Mr. Rocers. In order to build up NATO military forces to agreed 
force goals. 

Mr. Fascetu. Not just in Italy ? 

Mr. Rocers. Not just in Italy, although the Italian forces have 
received the bulk of that materiel produced by the Italian factories 
under orders from us. 
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Mr. Fascetx. That gets back to the point I was inquiring abou 
and that is basically this: Whether or not, you feel.as a matter 0 
policy we ought to charge off to military expenditures those expendi 
tures which are economic. 

Mr. Roeers. I do not believe for 1 minute these expenditures have 
been economic, Mr. Chairman. I think they have had an economic 
byproduct. I think they have had an economic boosting effect in cer- 
tain areas. 

Mr. Fasceti. Which is indirect ? 

Mr. Rogers. But it is incidental and indirect and not the main 
purpose of the expenditure. | PAE 

Mr. Fascetz. Of course, when you begin to go into this thing and 
the question of how far you have gone in the allowance of losses on 
contracts; how far you have gone into the allowance of determina- 
tion of whether or not it is a Government corporation ; how far you 
have gone into the determination of collections of lump-sum pay- 
ments ; how far you have gone in just writing the thing off—all of this 
goes into making a determination which might be economic, 

I am not saying that this is wrong. I am saying that if it is, maybe 
we ought to call it what it is and let it goat that. If this is a necessity, 
we ought to face up to it and say it is. As far as 1 understand, you 
face up to it and you said it is economic because the need exists here? 

Mr. Rocers. Because the need exists here. 

Mr. Fascet.. We are not meeting it except indirectly through mili- 
tary purchases / 

Mr. Rocers. We are meeting it through the implementation of other 
programs. We still have an economic-assistance program here in 
Italy through Public Law 480, agricultural surplus purchases and 
the disposition of counterpart realized from that. 

Mr. Fascett. Any other questions ? 

If not, we want to thank you, Mr. Rogers and Mr. Adams. 

We appreciate very much your coming here. 

Westand adjourned until 2: 45 this afternoon. 

(Thereupon, the hearing was adjourned at 1:35 p.m. to reconvene 
at 2:45 p.m. of the same day.) 





AFTERNOON SESSION 


( Discussion off the record. ) 

Mr. Fasceti. The subcommittee will come to order. 

We will now reconvene in open hearing. 

I believe that Mr. May had a series of questions which were a little 
bit divergent from our field but he thinks they are very important and 
I am inclined to agree with him. 

Mr. May. I just wanted to thank you, Mr. Rogers, and compliment 
you on your testimony. Aside from the testimony we have been hear- 
ing here, and although what I have to say may seem trivial—I do not 
think it is and some of us have discussed it in all of the countries that 
we have been in, which include France, Germany, and England thus 
far—we have noticed the American flag flying quite proudly over the 
Embassy. 

As an assistant to the Ambassador I thought you would be the best 
one to ask why the American flag does not fly in Rome as in the other 
cities we have visited. 
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. ‘Mr. Rocrrs. There is an answer to that. 

’ The American embassies in the various capitals abroad display the 
American fiag in conformance with the practice in that capital by all 
diplomatic missions. In Rome the diplomatic missions do not display 
the national flags except on certain designated days. That is, their 
own. national holidays and the Italian national holidays. In other 
capitals the practice is obviously otherwise. 

We have had this issue raised before and we have been at some 
= to explain the problem because it even came up once in the 
aturday Evening Post in an article about the foreign-aid program. 

Mr. May. I am glad to see that we were not the only ones asking 
the question. I was sure that there must be some answer to it and, 
as you say, other countries conform to the idea. 

Thank you very much. 

Mr. Fascetn. Any other questions? 

Thank you very much, Mr. Rogers. 

Mr. Rocers. Thank you, Mr. Chairman. 

Mr. Fascetz. By the way, this record will be open for some time, 
possibly a month or so; and if there are no objections, if you feel that 
there are any statements or exhibits or any other matters that you 
want to put in the record for the sake of accuracy and clarification, 
perspective or objectivity, go right ahead. 

Mr. Rocers. Thank you very much, Mr. Chairman. 

-Mr. Fascerz. General Fry, will you please go ahead? 

General Fry. I would like to say at the outset that we were pre- 
pared to give a complete briefing but unfortunately there is a great 
deal of it classified. In many cases, it is not United States classifica- 
tion, but Italian classification and we would not unilaterally declass- 
ry these things because they pertain to the defenses of their own 

orces. 

Mr. Fascetz. I would just like to make this statement: I note that 
the MAAG is recording the testimony that is being taken. 

General Fry. We had planned to do that. We can give you the 
recording when we are through. 

Mr. Fascety. I am not sure what the rules of the House provide 
with respect to making transcript of committee hearings. 

General Fry. I do not know why we are doing it. 

Mr. Fascett. I am all for it, as long as I do not violate some rule 
of the House in doing it. There is no reason why you should not 
have it. If we can do it, fine. 

General Fry. It is not a matter of issue with me at all. 

Mr. Fascety. It seems to be with us and if it would meet with your 
agreement, we will make a transcript available to you and that will 
settle the problem. 

Colonel Martin. That was the reason we had it in here. We would 
like to have a transcript verbatim of the proceedings and we thought 
this was the best way to get it. 

Mr, Fascetz. ‘We appreciate it. 

General Fry. T am sure that the captain would be glad to do that. 

‘Mr. Fascetz. As soon as this is available we will make it available 
to you for whatever purposes you may desire. We have no objection. 
Lado not want to get into a technical violation of the rules. 

General Fry: All right, sir. I have been Chief of the MAAG for 
about 14 months, but I am not a newcomer to Italy. 
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Mr. Fascetu. If someone wants to make some stenographic notes, 
some members of your staff, go right ahead. 

General Fry. All right, sir. 

Mr. Fascexizt. Go ahead. 


STATEMENT OF MAJ. GEN. JAMES C. FRY, CHIEF, MAAG, ITALY 


General Fry. I am not a newcomer here, and I served here duying 
the war. I have a piece of German steel in my carcass to remind me 
of the tour. I spent a couple of years in Austria as Deputy High 
Commissioner. I know and I havea pretty good appreciation of Italy 
and its problems and its requirements for defense. 

I have with me my three chiefs of section—Capt. Albert Perkins, 
Navy Section; Col. Marion Akers, Air Force: and, Col. Benjamin 
Turnage, Army Section. Each has with him a couple of staff officers 
to cover any details we may overlook. 

In the matter of classification, that presents some ‘little problem, 
and I would like to say at the outset we operate here in a very satis- 
fying climate of confidence and good association with the Italian 
forces. I think we have done a very useful job for the United States 
here, and there is nothing we have to hide, except from the strietly 
security standpoint. 

Mr. Fasceit. We understand that, and we are not interested i in vio- 
lating security in any way at all. 

General Fry. I realize that. 

Mr. Fascetzi. We are both interested in protecting the defense of | our 
own country and respecting the security classification. of a host coun- 
try. We feel that there are great areas of understanding that we can 
reach publicly which would fe to the benefit of ever ybody. 

General Fry. There is one point that always comes. up, I think, in 
the average taxpayer’s mind as to whether the money we are putting 
into these countries the people know about it and appr ecjate what the 
United States is doing. 

I brought with me an extract today of a T: -viani column in ‘the 
budget hearings. [" 

Mr. Fasceti. Who is he? nits 

General Fry. The Minister of Defense. He is the Mr. Wilson af 
Italy. He stated very clearly that they have gotten their equipment 
from NATO primarily from the United States. He said that it ran 
into a thousand billion lire. A billion lire is $160 million. That was 
public testimony as to where the equipment was coming from. 

Mr. Fascetx. And the extent of it ? : 

General Fry. He listed it in items; not in detailed items that the 
other countries would know about, but he mentioned the fact that their 
jet planes, tanks, ships, and so forth, came from there. 

As I said, I have the chiefs of the sections, and while I can give you 
general statements I believe that it would be more profitable for you, 
and more exact, to have each cover an area that he is familiar with 
to the utmost detail. 

Since Colonel Akers has to get out first, if it is agreeable with you, 
I will let him speak first. 

Mr. Fasceix. A very fine method of procedure. 
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STATEMENT OF COL. MARION AKERS, CHIEF, AIR FORCE SECTION, 
MAAG, ITALY 


Colonel Akers. Mr. Chairman, I am at a little bit of a loss to know 
where to start. Can you give me a clue? 

Mr. Fascer.. Just tell us first all about your area of responsibility 
generally and then we will go on from there. 

How long have 'y you been on this assignment, Colonel ? 

Colonel Axrrs.’ I have been here now for 2 years. 

Mr. Fascers.. What was your prior assignment ? 

‘. Colonel Axers. Prior to that I spent 4 years with the Air Force 
flight test center, Edwards Air Force Base in California. 

Mr. Fascein. In other words, this is your first assignment where 
‘you have had 4 joint military -political job? 

Colonel Akers. Yes; that is correct. My job is Chief of the Air 
Force Section, and I am supposed to carry out the directives with 

respect to the mutual-security program. Generally speaking, you 
might say these efforts are all bent toward building an effective 
‘Italian air force in connection with the NATO goals and the policies 
of the United States. 
‘ Mr. Micuer. The Italian Government is not producing any of its 
own planes yet; is it ¢ 

Colonel Axrrs. The Italian Government is producing some aircraft 
but on a very limited scale. 

Myr. Micnet. Of a military nature ? 

Colonel Akers. They are of a military nature. They have, as you 
aor have heard, a lightweight fighter which is in the NATO 

ightweight competition w hich is ‘supposed to take place shortly. This 
was pr oduced by the Fiat Co. as a contribution. 

Mr. Fascet.. Their limitation in this field is primarily one of 
economics, internationally ; is it not? 

Colonel Axers. Primarily so; yes. 

Lack of funds to carry out the extensive development and test work 
associated with ‘the development of modern-type aircraft, too. Of 
course, there is the problem of a knowledge gap created by the fact that 
for some time after the war, they did not receive much of the classified 
‘information on research projects being conducted in the aeronautical 
field. 

Mr. Fascert. We have been busy trying to help them build a pro- 
duction base in this country and maybe eventually we will catch up 
with that lag. The time is not now; is it? 

Colonel Axers. I do not think it is a gap that can be bridged over- 
night. It is something that will take time. They must have time 
to assimilate this triformation and learn how to use it. 

Mr. Fasceiu. Facilities ? 

Colonel Axers. Of course, facilities are something else that are 
needed but before they put anything in the facilities they must be able 
to apply the basic knowledge and research. 

Mr. Fasceiu. Do we have a training program of any kind that is 
under your jurisdiction / 

Colonel Axers. We have as a part of the program a training por- 
tion in which— 

Mr. Fascety. Is that operational, or both ? 
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Colonel Akers. It is primarily operational from our point of view, 
training the Italian air-force personnel in the maintenance and opera- 
tion of the equipment which we provide to them. 

Mr. May. How many of those men have come to the United States 
for training ? 

Colonel Akers. Yes, sir; a considerable number have gone to the 
United States for training and others receive their training in various 
Air Force installations here in Europe. The training program, I 
might add, as far as the Air Force is concerned, is on the decline from 
the years of about 1953 and 19% 54, where it hit its peak, because now 
they have assimilated much of this and they have the nucleus and 
are doing a lot of the training themselves. 

Mr, Fasceti. Would the gentleman yield at this point ? 

Mr. May. Yes. 

Mr. oe I just want to interrupt here to recognize Colonel 
Davis. I did not see him come in earlier. He is the husband of our 
very excellent staff director. 

Colonel Davis. Thank you, Mr. Chairman. I would also like to pay 
my respects to General Fry. 

General Fry. It is nice to have you with us, 

Mr. Fascexx. I am glad you finally caught up with us, Colonel. 

Colonel Davis. Thank you very much. 

Mr. Fasceti. How about the degree of use of end items, Colonel? 
Can you tell us anything about that ? 

Colonel Axrrs. We feel that in the Italian air force they are mak- 
ing good utilization of equipment that we have given them. Our 
association with the Italian air force is very friendly, very cordial. 
We have complete freedom of movement w ithin Italy to see how the 
equipment is being utilized. We spend considerable time in the field 
with the units having the equipment, offering suggestions, and making 
recommendations, helping them with their training, and we have no 
difficulties. 

Mr. Fasce.u. There is no diversion of the use of end items, is there? 

Colonel Akers. None to my knowledge. 

Mr. Fasceii. Do you have any problem with respect to the availa- 
bility of the equipment in excess of their ability to use it? 

Colonel Akers. We have no problem in the Air Force along those 
lines. It is a joint effort. 

At the present time, primarily because the Italian air force is not 
presently organized nor staffed to go into the details of that and 
to determine excesses you must consider and remember that we are 
giving them new equipment, they are not familiar with the way it 
must be used nor the peculiar items and stuff that goes along to support 
it. Therefore, it is a joint effort between them and us to see whether 
or not there is too much or not enough. If there is too much we 
have had no difficulty in reaching an agreement with them to recover. 

Mr. Fascetu. In other words, to achieve maximum utilization cur- 
rently ? 

Colonel Axrrs. Yes. 

Mr. Fascetn. Particularly with aircraft you have modernization 
going on every day and stacked up aircraft that you could not put into 
a program, use for training or operational purposes, and it would seem 
to me just a waste of money. I am very happy to hear that you have 
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got a good joint effort that makes maximum utilization of equipment 
ae you do not have any problem. This is very happy news 
indeed. 

Colonel Axrers. We feel that we have some real stanch allies in the 
Italian air force. They have problems; everybody has problems. 

Mr. Fascety. You are talking about operational and training prob- 
ems? 

Colonel Axers. Not only there but other problems such as organ- 
izational and so on. 

Mr. Fascetx. Internal problems? 

Colonel Axerrs. Internal problems; yes, sir. It takes time to cor- 
rect that. 

Mr. Micueu. Are part of the funds under military assistance given 
in the form of research and development ? 

_. Colonel Axers. None under the military assistance. That is han- 
aa under mutual weapons development program, which is part of 
RD. 

Mr. Micuet. Is that spread among several concerns in Italy or is 
it pretty much confined to 1 or 2? 

Colonel Akers, I can only give you a general opinion on that since 
this area of responsibility does not exist with the MAAG. It exists 
with the mutual weapons development team in Paris. I do know 
that they have more than 1 project and more than 1 company in- 
volved in these projects in Italy. The extent I cannot say. 

Mr. Fascett. Maybe you can clarify something for us. 

Is this mutual weapons development team, Europeanwide ? 

Colonel Axers. Yes, sir. 

Mr. Fascett. NATO-wide, plus? 

Colonel Axers. Yes, sir. 

Mr. Fasceti. Are there any other questions ? 

Mr. May. I was just wondering if the Colonel would care to eluci- 
date a little further on the kind of problems that he encounters or is 
that classified ? 

.Colonel Axers. Not entirely, no. 

There are organizational problems, for example. If you will re- 

call, at the end of the war, Italy had little, if anything, left from the 

‘standpoint of the Italian Air Force; practically nothing. Then 
along in 1948 or so we gave them some cbedlessenit type World War 
IT eae? Mustangs, P-47’s, and so on, and they began to get back 
In the alr. 

With the advent of the mutual assistance program they began to 
get into the jet field. Im 1952, they got some of the jet trainers, 

‘fighter-bombers and so on, and they began to feel their way into this 
new air age, you might say. 

To operate an air force equipped with jets calls for a different type 
of organization, different management procedures, different tactics 
than what you use to operate an air force equipped with piston 
engine aircraft. Their organizations in Italy are to a similar extent 
dictated, as ours, by law. Here they are dictated to by law even 
to a greater degree than our own Air Force. Therefore, to make 
changes in their organization requires time. 

Mr. Fascetx. Give us an example of how Italian law would fix, let 
us say, their air force ? 
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Colonel Axers. The organization of the topside structure of the 
Italian Air Force is dictated by law. They have an Italian Air Force 
Chief of Staff who—— 

Mr. Fascexy. Does the law fix the number of wings, for example? 

Colonel Akers. No, sir. 

Mr. Fasceti. Groups? 

Colonel Axers. No, sir; but specifies generally speaking the type 
of organization. You have the Italian Air Force Chief of Staff who, 
in effect, generally speaking, has operational responsibility. Then 
there is another man called the Secretary General, who, in effect and in 
essence, has the resources, Consequently, the two must get along nicely 
and we are very fortunate in having that type of cooperation. 

Mr. Fascety. That means that your resource man and operational 
man have to decide on personnel and aircraft ? 

Colonel Axzrs. That is right. 

Mr. Fascetzu. Are they both under the same cabinet officer ? 

Colonel Axers. Yes, sir. The military personnel in Italy recognize 
this type of organization as being antiquated and in need of change, 
but it requires a change in the law. 

Mr. Fascetx. Of course, the main thing is if we get the airplanes 
in the air and it does not make any difference what kind of organiza- 
tion we have. 

Colonel Axers. It helps to have an efficient and effective organiza- 
tion, as we all know. 

Mr. May. Has the size of the force that you have been working with 
come up to your expectations ? 

Colonel Axers. Has the size? 

Mr. May. Yes, and besides the quality which apparently you are 
developing more than ever now after you got some of the top per- 
sonnel accustomed to modern-type aircraft and the problems that you 
encountered originally. 

Are you getting—for example, if you supplied so many aircraft— 
are you getting enough personnel from the Italian Government to 
move into those aircraft to learn under their own instructions or 
United States instructors ? 

Colonel Axers. There are some areas in which they are finding 
some problems in providing trainable personnel. They are well aware 
of these areas, as well as we are, and are working on them daily to try 
to fill them. 

r. May. In other words, you are happy and optimistic about the 
future ? 

Colonel Axers. I would modify the statement somewhat like this: 
Under the circumstances and with an understanding of the situation, 
I think we are doing very well. I think it is bad to ever become com- 
pletely content with anything. 

Mr. Fasceru. Of course, you would feel a lot better if it were 
filled and they were flying the airplanes ? 

Colonel Axers. I think we perhaps face that same problem in our 
own forces. 

Mr. Fascetu. I would feel a lot better, too. You will not have any 
trouble answering that one. 

Any other questions ? 

Mr. May. No. 

Mr. Micuet. No. 
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‘ Colonel Akers. It might be of interest to the committee, if you have 
a chance, to look at the June 17 issue of Aviation Week. The cover 
page.is a picture of an Italian acrobatic team landing at the Paris air 
show: As I remember, on page 50 there is quite a writeup and com- 
ments there as to the Italians’ flying capability and quality. This was 
written by experts in the aviation field completely disassociated from 
the MAAG. 

* Mr. Fascetx. Obviously, they were complimentary or you would 
not be mentioning it ? 

‘ Colonel Axers. They were very complimentary ; yes. 

Mr. Mice. Colonel, do you foresee a time when the Italian Gov- 
ernment will be able to sustain its own Air Force without considerable 
assistance from our own forces ? 

Colonel Axers. I wish I could answer that question the way you 
want it answered, but I am afraid I cannot because I am afraid I am 
not fully qualified from all the aspects involved. 

Mr. Micue.. That is good enough. 

I do not know that you would know particularly what kind of 
answer I would like to have, but I simply want to get at the grassroots. 
I want to get something from someone who has been living with the 
thing day in and day out as to what you really feel. 

As the chairman brought out here in earlier testimony, we have to 
go back to the people and they keep hounding us. The only way we 
can tell them firsthand is by reflecting to them what we have picked 
up here. 

I ask that question in all sincerity as a countryman to countryman, 
as to what you personally feel the future holds for us. 

General Fry. I would say it will be extremely difficult. This coun- 
try isa poor country and they do not have the capability of putting 
the percentage into the budget that we have. 

Mr. Fascetu. I think that we have had some other comments, Gen- 
eral, from some responsible people in the European field who are 
evaluating entirely the European problem. They have said it will 
be a long time before the United States could get out of Europe; a 
long time. 

eneral Fry. I would like to add that I think our people are singu- 
larly understanding about these matters and perhaps more so than 
many of the Europeans. We appreciate the urgency of these matters. 
There is a great tendency on the part of the European to. pray that 
nothing will happen and, in their own little country, they feel in- 
adequate. I think we are getting into reasonable talks with them. 

Mr. Fasceti. That has been something that has concerned me. I 
know that in the Foreign Affairs Committee we have gone into this 
problem and the question of how far you can go in affecting the econ- 
omy of a country with military objectives which are certainly recog- 
nizable and reasonable and necessary, but you are trying to com- 
municate with millions of people who do not quite see it that way. As 
for myself, I have been wondering at what point in time we get to the 
place where people in recipient countries will say, “We are just tired 
of the military effort.” 

They will say, “We will take our chances.” 

I hope that day never comes, because it will be disastrous. It is cer- 
tainly an element that has to be borne in mind by you gentlemen every 


day. 
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General Fry. I do not want to digress too far, but it seems to me 
like a good thing for us to survive ultimately and:our way of life 
will lick the Communists if we can just bide times Ido not mean 
to interrupt you, but Colonel Akers has two more. pomts I want hin 
to make. 

He has done a great deal for the Italian Air Forte and I am sure 
that the Chief of Staff would be the first one to confirm that. I refer 
to the coverage of open skies and the gunnery trophy, which I think is 
unclassified and indicates their overall competence. 

Colonel Akers. The items to which General Fry refers are these: 
You perhaps remember about a year ago that there was much pub- 
licity throughout the world on an exercise the Italian Air Force was 
conducting here. They called it Open Skies. They, conducted this 
exercise 8 months after they received their first new. aircraft of this 
— type, which, I think, gives us an indication of their capa- 

ility. 

The other item that General Fry referred to was. last year at an 
annual gunnery meeting among the countries of Greece, Turkey, and 
Italy, the Italians walked off with top honors for the first time. One 
of the people in the MAAG worked with them very closely at. the 
specific request of the Chief of Staff. He helped train these people. 
‘They were young pilots, relatively inexperienced, but.they were good 
enough to walk off with top honors. Perhaps that gives you an idea 
of their trainability and their desire and also their ability. 

Mr. Fasceiy. That is very encouraging. Of course, desire is nine- 
tenths of the effort. 

Mr. Micuent. I may be mistaken, but was that exercise the one 
where 3 or 4 planes cracked up or flamed out ¢ 

Colonel Axrrs. No, sir. 

Mr. Micuen. Crashed 

Colonel Axers. There were no accidents associated with this. 

General Fry. The implementation of this was Mr,, Eisenhower's: 
idea of being able to exercise surveillance in the air. 

Colonel Axers. There were many pictures published taken froma 
various altitudes and the blowups of these y various pictures showetl, 
for example, a picture of Rome through a successive series of blow- 
ups a lady walking with a French poodle in the park here. The 
idea was to show that with photographic coverage, it would be almost 
impossible for a country to hide its military prepar ations, as was pro*| 
posed in the Geneva Conference. 

Mr. Fascenti. Any other questions ? ; 

Mr. Montcomery. Mr. Chairman, I have one. 1 would like to ask 
this: You have heard the testimony about the nonexistence of ex-: 
cesses. 1 would like to know how excesses are found.and what are the 
criteria for the determination of excesses. Is excess an excess of the 
country’s needs, of NATO goals, or are other criteria: used ¢ 

Colonel Akers. I do not know if I properly inferred by that state- ; 
ment that there were no excesses. My answer to the question earlier 
about excesses was that so far as I was concerned, there was no prob- 
lem about recovering anything that was determined to be excess. 

Mr. Fascenn. You mean by that that there is not a substantial: 
amount of equipment that is in excess ? 

Colonel Axerrs. That is correct. We have excesses being gen- 
erated each day through the program itself in the. replacement of 
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certain types of aircraft in Italy with others and with these old air- 
planes being made available going back to the mutual security pro- 
gram for assignment somewhere else and thereby, in the nature of 
definition, fallmg in the surplus category. We are generating those 
each day. 

Mr. Fascriu. That is wear and tear? 

Colonel Axers.! No, sir; they are older airplanes in the moderniza- 
tion program being reassigned to other countries. 

Mr. Fascriu.’Wear and:tear and modernization to me are opera- 
tional things. Do you have any nonoperational excesses ? 

Colonel Axerrs. ‘We have some that we uncover. 

Mr. Fascetu: Are they substantial ? 

Colonel Axrrs. They are not substantial. 

To answer your question as to how these excesses are determined, 
it is a joint effort’ between the MAAG and the Italians as to the 
equipment that is needed to perform the function. If there is equip- 
ment over and‘ above what we feel, along with the Italians, is ex- 
cess to perform this function, it is surplus. 

Monteomery. Functions under NATO force goals or JCS 
goals. ‘ 

Colonel Axrrs. ‘We have to operate under the JCS force goals. 

Mr. Montcomery. That would be the criteria for determination of 
excess ? 

Colonel Axers. That would certainly be the base for the criteria. 

a Fascern.. Yott mean you operate under both, do you not, Colo- 
nel ? 

You operate under both goals? You do not exclude NATO goals 
in your considerations ? 

Colonel Axerrs. No, sir. The NATO goals must be taken into 
consideration, but from the standpoint of whether or not this equip- 
ment meets the NATO force goals or the JCS force goals, we are 
reqitired to support the JCS force goals which may be different from 
the NATO goals. 

Does that answer your question ? 

Mr. Monteomrry. Yes. 

Mr. May. Who determines the excesses ? 

Colonel Axers. There is a joint effort between the MAAG personnel 
and the Italian Government. The main reason is this: In our own Air 
Force we have tables of organization, tables of equipment and allow- 
ances to support a given function for a given type of aircraft operating 
in a certain manner. This equipment, as I mentioned earlier, is new 
to the Italians when it is given to them. They are not in a position 
to’ say, “This is what we need,” because they do not know about the 
equipment. We are here to guide them and help them. We use our 
own tables of equipment as a guide in determining what should 
be provided and then under the circumstances, if we see that we 
have overprogramed, or if we have more than what is needed, we 
either stop it before it gets here or recover it after it gets here. 

Then it is made available to other countries. 

Mr. May. It hus probably more United States thinking in it than 
Italian thinking im it on excesses, even though you decide it jointly 
as [ understand it. 

‘You use your own tables and they are not as familiar with what 
performance charts should have and so forth, but it is a joint decision ? 
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Colonel Axers. Yes. As I say, we have to usesour own tables to 
make the estimate of what is required because they do not have any. 

Operating under the conditions under which they will operate, and 
the type of bases and the type of equipment that’ they can provide, 
that dictates generally a different type of table of equipment than 
what one of our own units would have. ' 

Mr. Fascett. Colonel, how are you able to program equipment on 
that kind of a basis? This has always intrigued: me. Let us take 
a “for instance.” as 2 : 

Your table of organization calls for a 10,000-man wing. I do'not 
know what it calls for exactly, but let us take that example. “An 
Italian table of organization calls for a thousand-man wing. Are 
you going to program a 10,000-man wing or a 1,000-man wing‘ 

Colonel Axrrs. No,sir. We will program on what the Italians and 
the MAAG feel and a joint study of the situation will be required. 

Mr. Fasceitzu. O. K. Then we should not interpret your testimony 
to mean that you would supply equipment and everything that goes 
with it based on United States tables of organization to meet the 
requirements ? | 

That is what I understood you to say. 

Colonel Axers. No, sir. We use our tables of organization as'‘a 

uide. ' 
7 Mr. Fascetxi. You do not fill it out completely ? 

Colonel Akers. No, sir; it is modified. 

Mr. Fascetit. How do you program for spare parts then ? 

Colonel Akers. We program for spare parts on our own United 
States Air Force experience rate initially and then it has to be modified 
with the experience factor developed once the airplanes are put into 
operation in this country. ore . 

Mr. Fascetu. There again, you would have a modified concept based 
on the actual number of aircraft, rather than what United States table 
of organization calls for; would you not? A 

Colonel Axrrs. Your table of organization does not call for spare 

arts. , 
. Mr. Fasceiu. No, but it calls for aircraft and aircraft call for spare 
parts, so it is the same difference. vee 

Colonel Axers. Well, the number of aircraft is no problem.. This 
is decided ; : 

Mr. Fasceti. What I am getting at, of course, is obvious. If you 
are flying 10 aircraft and the United States table of organization for 
the same organization calls for a thousand and you program for spare 
parts on the basis of 10,000, you are going to have an awful lot of 
spare parts. 

Colonel Axers, What. you say is perfectly true... We do not do it 
that way. Let me seeif I can make it clear. 

If you want to buy a boat, you probably go to a—— ' 

Mr. Fascetx. That is a good example. I do, but I do not have the 
money. : 

Colonel Axers. You probably go to a place that sells boats, period. 
Once you get in there, you decide which of 4 or 5. you like best and 
then it is a process of elimination until you decide on the one you 
want. Your boat store man says, “This is what I have to offer.” , 
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. This is the way we use the table of organization of our own Air 
Force. This is what experience has shown we need to operate the 
way we operate as a guideline. Then we adapt from experience here 
what we think can be eliminated, knowing what the Italians can fur- 
nish and what they already have. 

General Fry. I think the point the chairman is making is that you 
program here on the number of planes that they have, subtracting 
what they can produce themselves; is that right ? 

Colonel Axers. Yes. 

Mr. Fascetu. Mr. Poland ? 

Mr. Potanp. Colonel, the usage of spare parts which you based 
upon American usage as your program guidance, is that your com- 
puted usage? Is that what you call your computed requirement for 
spare parts as distinguished from actual requirements ? 

Colonel Axers. [ am not sure that I understand. 

_ Mr. Poianp. [ am asking whether the program guidance that you 
have for your usage of spare parts, which you take from the American 
experience, is a‘computed usage as against the actual usage of wear- 
out, attrition, and so forth, which you would observe here in Italy? 

Colonel Axers. The usage factors which we are given as guidelines, 
Lassume, are developed from experience factors in our own Air Force. 

Mr. Fasceri. At what point in the process do you apply your own 
actual experience against that factor ? 

Colonel Axers. After the airplanes arrive and have flown for a 
sufficient period of time where we can see the necessary adjustments 
that must be made. 

Mr. Fascety. Are you doing that now ? 

Colonel Axers. We are. 

Mr. Fasceii. Adjustments are made then by actual experience as 
against computed requirements ? 

Colonel Akers, ; Yes; this is a continuing program. 

Mr. Fasceru. If that is true, do I assume correctly that you have 
no buildup in spare parts beyond necessary requirements ? 

Colonel Axers. To the best of our ability we do not, because you 
may get an item that experience factors show that you need 6 over a 
period of 10 months’ time. Maybe you do not use 6 in the 10 months 
and maybe you use only 3, but your levels are adjusted and main- 
tained. 

Mr. Fascetz. You would catch that every year, would you not? 
At least every year? 

Colonel Akers. Yes. 

Mr. Fasceit. You have a program in the mill now for 1959; do you 
‘not ? 
. Colonel Akers. Yes, sir. 

Mr. Fascety, It has come back from Washington ? 

Colonel Akers. No, sir. 

Mr. Fascett. Have you roughed one out for 1960 yet? 

Colonel Akers. No, sir. 

_ Mr. Fascett, You have received no instructions on it? 

. Colonel Axers. Not as yet. 

' Mr. Potann. Would that be based on your actual experience in usage 
‘or‘would it go back to the original computing figure? 

Colonel Axrrs. It would depend on the equipment with which we 
deal. If it is equipment on which we have experience factors, then we 
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use the experience factors. If it is new equipment that we do not 
have the experience factors on from the country, then we must use 
the best available. 


Mr. Fascewy. It is your responsibility to accumulate the experience 
factors and send them in? 

Colonel Axrrs. It is our responsibility to help the Italian Air Force 
build these factors and help them to adjust. This is one of the 
important functions of the MAAG, to work with them in developing a 
good logistical system. 

Mr. Fascetn. Any other questions ? 

Thank you, Colonel. 

We know that you have another appointment, so any time you want 
to leave, go right ahead. 

We have some general questions on programing which we can re- 
serve until the other two gentlemen have completed. 


General Fry. Captain Perkins, the head of the Navy Section, will 
be next. 


STATEMENT OF CAPT. ALBERT PERKINS, CHIEF OF NAVY SECTION, 
MAAG, ITALY 


Captain Perxrys. I have been here about a year and a half. I am 
the Chief of the Navy Section of MAAG. 

Our function is very similar to that which has been described by 
Colonel Akers of the Air Force Section. Our group consists of 8 
officers and 9 enlisted personnel and 2 civilians, The MDAP program 
for the Italian Navy is approaching its force goals. This year par- 
ticularly it will go a long ways toward completion of its buildup and 
according to NATO and JCS force goals. The principle problems 
that we are concerned with now are to indoctrinate and assist the 
Italians in maintenance and in sustained operations of these units 
of the Navy that we have furnished. 

This is a function which, to some extent, was not anticipated at the 
beginning of the program. It involves, as Colonel Akers has said, the 
establishment of logistic facilities and supply facilities for the support 
of these vessels, 

First, from United States sources and then, gradually, from Italian 
national sources as the support is shifted. The type of vessel 
programed for Italy consists of destroyers and below, small craft. I 
would say that the Italian service shows a remarkable adaptability 
and great proficiency in the class of vessels with which their navy has 
been made up here. 

They have a chance to operate with the NATO forces frequently 
in the Mediterranean and they have always acquitted themselves very 
well as compared to all other European forces. 

I would certainly say very well, as compared to all other Mediter- 
ranean-European forces. 

I believe that our situation with regard to spares and surplus ma- 
terial is quite different, principally in the manner in which we estab- 
lish requirements and meet them. 

Generally speaking, the naval supply system is what we call a pull 
system. The vessel, once equipped with the standard outfit of spare 
parts, as it consumes these spares, requisitions to fill the on-board al- 
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lowances. These requisitions are consolidated by the Italian Navy 
item-by-item and then presented to the MAAG for requisitions from 
the source in the United States... 

Mr. Fasceit. Excuse me, Captain. Is there an established on- 
board level ¢ 

Captain Perxrns. There is for each vessel. This is taken from the 
United States standard on-board allowance. 

However, it is watered down by the arbitrary factor based on the 
average number of steaming hours of this type of vessel in the Italian 
Navy and it is somewhat less than our own corresponding figure. 

r. Fasceity. So you have a direct requisitioning basic then on 
which supplies are made available to fill the agreed-upon level ? 

Captain Perkins. That is right, we do. One of the principal ef- 
forts of the Naval Section during the time I have been here has been 
to indoctrinate the Italians in the United States type of supply system 
so that they will be able to utilize their spares and to establish usage 
rates, stock levels, availability of spare parts on hand, which may be 
furnished either from their own stocks or ours in the most efficient 
manner. This is pretty much of a new field for the Italians and has 
taken a great deal of patience and perserverance to establish this in 
the Italian Navy. It is still probably our No. 1 project. It is some- 
thing which cannot be done in a year or 2 years—perhaps in 5 years. 

Mr. Fascetu. Basically, it boils down to a problem of logistics, 
maintenance, and modernization ¢ 

Captain Perxrns. Yes, sir; I would say so. Of course, the most 
important factor of all is the personnel and training. That is com- 
pletely unclassified so I can talk freely on that. 

The personnel who have been trained in the United States to 
operate American equipment have amounted to something like 2,600 or 
2,700 people, I forget which. They have been very carefully screened 
and in most cases when they have gone to our service schools, our 
training centers, and so forth, they have stood very close to the top 
of the class in each case. 

I would say percentagewise, possibly in the first 5 or 10 percent. 
This is because the people that we select must be bilingual to start 
with, which usually indicates a high educational level and perhaps 
coming from a family which has advantages so as to be able to edu- 
cate its children beyond the average. This is also true in the case 
of the officers we train. I think that anything that we have spent 
in the way of training these people has paid off in far greater manner 
than any materiel we have programed for. 

Mr. Fascetu. Are there any questions? 

Mr. Micuet. Captain, I believe you stated that the force objectives 
have almost been reached. What happens at the time that the 
force objectives are reached? What will your function be then? 

Captain Perkins. We have found that the hardest time for a new 
ship or new unit is in the first year of operation, possibly in the sec- 
ond year. The equipment furnished the Italians for the most part in 
many cases is also new, even for us in our country. We have found 
that we have been called upon for a great deal of technical assistance, 
specialized assistance, which we did not anticipate at all, in order 
to assist them in properly utilizing this equipment and these units 
once they have been programed. As long as we continue to program 
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equipment or as long as they continue to purchase equipment from 
the United States, which requires such technical administering, assist- 
ance, and maintenance, there will be a fairly large job here for the 
military-assistance group. 

Mr. Micuen. You gather in your conversations with the Italian 
Navy people that they are anxious to get into the construction of 
their own capital ships at some early date’ 

Captain Perkins. They are very anxious to do that. As a matter 
of fact, they have announced a shipbuilding program this year con- 
sisting of a destroyer, destroyer-leader, we call it, 4 destroyer escorts, 
1 advanced-type submarine. Those will be built entirely from Italian 
resources. 

However, we would expect to assist them at least in the technical re- 
quirements, possibly in some critical material, to aid them in getting 
into a shipbuilding program of their own. 

Mr. Micuen. They are not actually talking yet of carriers, however? 

Captain Perxrys. No, sir. 

Mr. Micuex. If that time should come, would it be your opinion 
that they would be so designed and so constructed—at least, the 

lanes—to be interchangeable with our own carriers? Is that just so 
ar beyond the realm of talking that there has been no exchange of 
ideas ¢ 

Captain Perkins. I would imagine that any type of advance equip- 
ment they would build or design would be very similar to the United 
States equipment. 

Mr. Micueu. I mean in terms of United States organization. 

Captain Perkins. They would do this first because they would have 
prototypes from us and, second, because they might be interested in 
support for this equipment from the United States, and, thirdly, be- 
cause the United States equipment has become more or less standard 
with the NATO navies. ‘They are very much interested, not only in 
building up their own navy, but in obtaining contracts from other 
NATO nations to fill out their large shipbuilding industry here and 
to more or less move in and fill the vacuum created by the phasing 
out of the OSP program, which is for all practical purposes nished 
here navywise. 

Mr. Micuet. That isall. 

Mrs. Harpven. Captain, I am not sure that I understood you when 
were speaking of the number of people on your staff. Do you 

ave any women in the Navy Section ? 

Captain Prerxrs. I have one secretary-translator, who is a civilian 
and actually hired by the Army because the Army supports this ad- 
ministrative part of the MAAG. We have one girl. 

Mrs. Harpen. What was the total number you have had in the 
Navy section ? 

Captain Perxrs. Eight officers and 9 enlisted men and 2 civilians. 
One of them isa married woman. 

Mr. Fascerz. Mr. Poland ? 

Mr. Potanp. Captain, you told us about how you program your 
spares afloat. How do you do it for the spares that you need ashore ? 

Captain Perkins. The spares ashore are filled by requisition sub- 
mitted by the stocking points to replace issues to ships afloat ; I might 
put it that way. In other words, take a spare-parts center and when 
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the man submits a requisition, he is required to fill out a form, the 
amount on hand, amount issued in the past 6 months, and the amount 
required to fill up to a certain level. In that way we can incorporate 
the usage data for each item into the requisition and determine what 
his stock level should be and whether or not it is a justified request. 

Mr. Potanp. Your usage ashore would probably be of fairly sizable 
magnitude, would it not, including things like drydocks? 

Captain Perkins. It would include items used ashore but for ships 
in overhaul. 

Mr. Potanp. Is that the type of program that you have just been 
talking about now, types you have ashore, drydock, and so on ? 

Captain Prerxrns. All ships are supplied from the store establish- 
ment. The store-establishment requisitions reflect the amount re- 
quested by ships, plus the amount used for ships in drydock. For 
instance, the total quantity in each item. At the end of a reasonable 
length of time, 4 or 5 years, they, in turn, will establish their own 
usage rates in these countries which might be entirely different from 
ours. 

That will assist then either in procuring the spares from us or set 
up their own production and forecasting their own budget for their 
own resupply. 

Mr. Potanp. They are in the process now of establishing a usage 
rate; is that correct ? 

Captain Prrxins. That is correct; yes, sir. 

Mr. Fascetxi. How in the world would you have any other usage 
rate under the system you described ? 

Captain Perkins. You might establish a usage rate as an empirical 
formula; 60 percent of United States supply and automatically sup- 
ply that every year. 

Mr. Fascetn. You are not doing that ? 

Captain Perxins. We are not doing that. The Navy system does 
not contemplate that. 

Mr. Fascetn. So you are resupplying everything you use plus a 
stock level ? 

— Perkins. Yes, sir; but it does not come earmarked for a 
ship. 

Mr. Fascetu. Basically, that is what you are putting into the 
system ? 

Captain Perkins. That is right. 

Mr. Fascetn. You are maintaining X-stock level aboard, plus what 
you are using and you keep refilling? 

Captain Pernins. Yes, sir. 

Mr. Fasceii. Without any reference to any allocation of any kind, 
tables of organization, or what not ? 

Captain Perkins. The point is that there are so many items which 
are common to many types of ships that in order to get the best 
usage they channel all the requests into 1 of 2 central points where 
parts are stocked by stock numbers without being earmarked for a 
destroyer, minesweeper, or whatever it is. Then as the ships consume 
parts at sea, they will resupply when they come into this base. The 
control point then submits its requisitions to the Ministry and then 
across tous. It isthe same system as we have in the Navy. 
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Mr. Fasceru. In other words, by the very nature of equipment, 
you can hardly build up more than you can use in the stock level? 

Captain Perxins. No; because we require the amount on hand from 
each supply stock point before we requisition. 

Mr. Fascern. Furthermore, you would not requisition any stuff 
for a ship in drydock, or mothballs, if it was not delivered and you 
would not have anything to requisition then ? 

Captain Perkins. They do not have that problem here. 

Mr. Fasceiu. Right. Any other questions? Thank you very much, 
Captain. 

General Fry. I would like to make a comment there on just one 
point. I can see the need for extreme efficiency in going through 
the ships, training, and so forth. It is like looking at a replica of 
the United States training system. They absorb everything they get 
and they have a large navy, or did have before the war, and they 
are capable of creating more than we have on the force goals, They 
are, in effect, a supplement of our Navy without any shadow of a doubt. 
It is well to keep that in mind. 

Mr. Fascetn. How far they will go on their force goals depends 
on their economic condition ? 

General Fry. That is right. One of the officers came back from the 
Uinted States and, as an illustration of these training programs he said, 
“Colonel, I discovered I would never have let Mussolini talk me into 
war had I gone over before.” Our influence has been tremendous. 

Mr. Fascerz. Who is next ? 

General Fry. The Army Section represented by Colonel Turnage, 
Mr. Chairman. 


STATEMENT OF COL. BENJAMIN TURNAGE, CHIEF, ARMY SECTION, 
MAAG, ITALY 


Colonel Turnacr. Mr. Chairman, I am Colonel Turnage, of the 
Army Section of the MAAG, and I have been here 7 weeks. The mis- 
sion of the Army Section is the same as that of the other two sections, 
except that in my case it is to administer the Army side of the support 
program with the Italian Army. We feel that we are on a good work- 
ing basis with the Italian Army, and we have no difficulty in that 
regard. 

We work with them here in the headquarters, and, of course, we 
have to work with them in the field. As far as the status of the Italian 
Army is concerned at present, we work on a program which has been 
approved by the Joimt Chiefs of Staff in Washington. Of course, 
there is a program known as the NATO force goals which we must 
consider in anything we do. In the development of that program we 
do much in the same way as the Air Force does, as Colonel Akers 
described. We sit down with the Italians each year in the develop- 
ment of this program, based on approved guidance from higher head- 
quarters. We sit down with them and they may ask for more than 
has been approved, based upon previous years, and they may ask for 
more than we think they need. 

After consideration with them, we sit down and submit what we 
think is required for the coming year. I could try to answer any 
questions that you ask, but somewhere along the line I felt that since 
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this is being recorded—this can be recorded or not—some of the area 
that we have been talking about we have been getting into a little bit 
of the classified side. If you put your questions to me, I will either 
try to answer them or tell you that I cannot answer them because of 
the classification. 

Mr. Fascety. You have been here 7 weeks, Colonel ? 

Colonel Turnage. Yes. 

Mr. Fascetzu. Where were you before you came here ? 

Colonel Turnage. I was with the headquarters of the Continental 
Army Command at Fort Monroe, Va. I was there in a combat devel- 
se job working with a group of civilian scientists and Army 
officers. 

ae Fascexu. Is this your first assignment to a military-political 
job? 

Colonel Turnace. This is the first time I have had a job of this 
nature. 

Mr. Fascetn. Then you did not prepare the 1959 program for the 
Army, did you? 

Colonel Turnace. No, sir. 

Mr Fascett You are going to prepare the one for 1960 ? 

Colonel Turnage. Yes, sir. 

Mr. Fascety. You are going to review 1959 ? 

Colonel Turnace. Yes, sir; I will review 1958 and 1959. 

General Fry. Captain Aguilar is here, who did help in all of this 
program for the Army. He may answer certain questions. 

Mr. Potanp. Colonel, what criteria do you have to determine ab- 
= maintenance and utilization ? 

olonel Turnace. The spare-parts problem ? 

Mr. Potanp. Yes, largely. 

Colonel Turnace. As I understand it, at the beginning, back some 
years ago, the spare parts were supplied on a United States spare- 
parts basis, but over the years here in the MAAG, based on the ex- 
perience of the MAAG officers working with the Italians, this figure 
was automatically cut by a considerable percent. Therefore, the spare 
parts requirements were much less than United States requirements 
would normally be. 

Mr. Potanp. Colonel, let us get to the criteria for the requisitioning 
and the programing of actual end items. 

Colonel Turnace. For end items? 

Mr. Potanp. That is right. 

Colonel Turnacz. That is based on an approved troop list of major 
units which is provided to us by higher headquarters. Using those 
major units, we determine deficiencies or shortages which the Italians 
cannot provide themselves. There are certain ammunitions and 
certain weapons that they provide for themselves, either by local 
manufacture or purchase from other countries. 

In other words, over and above that, we determine the deficiencies 
based on the approved major unit troop list, and then program the 
difference. They tell us what they can do and we then come up with 
what we feel we should try to help them with. 

Mr. Fascetn. Question: How do you evaluate that against what 
they are actually doing? 
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Colonel Turnage. By the people in MAAG who estimate what the 
Italians can do, based on financial and economic information that we 
get from the Embassy. 

Mr. Fascetx. At this point pa have already programed all your 
stuff. Your request has gone in ‘ 

Colonel Turnage. It has gone in, but that program is reviewed 
about three different times before it comes back as an approved pro- 
gram. We merely give our best estimate as to what they need and 
the basis for it, predicated on an approved troop list. 

Mr. Fascetu. I understand that, but we get back to the same prob- 
lem. You have an approved troop list for 50,000 troops, but we only 
have 5,000 troops in the field. Are you going to order on the basis of 
50,000 canteens for 5,000 troops? 

Colonel Turnage. In some cases, they do that. If you have a unit 
in existence—I may be getting into classified ground here, so I had 
better be careful and not go into this very deeply—— 

Mr. Fascett. Use your own judgment on that. 

General Fry. If I may, I think we might put that in a general 
statement. There are units on a mobilization list that are not neces- 
sarily in existence at all times. 

Mr. Fascett. You have to provide equipment for them ? 

General Fry. There must be equipment available to put in their 
hands on D-day. 

Mr. Fascetn. We have a mobilization list in the United States. 
That is SOP with every outfit, I believe. 

General Fry. I think that is his general statement. 

Mr. Fascetx. I do not think we are talking about mobilization sup- 
ply. At least, I am not. I would expect every force to have a mobili- 
zation supply for D-day. I am talking about supplying stuff for cur- 
rent use when you are not using it. That is what I am talking about. 

How big a problem is it? If it is there, why would you keep using 
it? This is the field we are getting into, and I do not see where there 
are any specifics about it. 

For example, Mr. Adams said that offshore procurement in this 
country was about $300 million for ammunition, most of which went 
to the Italian Army. They did not shoot it up. They did not eat it. 
It has to be around somewhere. 

Colonel Turnage. It is here. 

Mr. Fasceru. That meants, to me, based on what you are saying, 
your current need is for $300 million worth of ammunition. 

Colonel Turnage. I said, also, that we consider what the Italians 
provide themselves. What they will provide is considered, and what 
they say they will provide and what we know is going to be provided 
by them. Then we relate that figure to the overall requirement and 
come up with a deficiency. 

Mr. Fascett. O. K. Let us assume we supply the deficiency, which 
is $300 million. 

Colonel Turnace. If we program that and find it is coming from 
some other source, we cut it off. 

Mr. Fascetx. I understand that, but, certainly, if we have already 
absorbed $300 million worth of ammunition, that means a production 
of their own which they threw into this factor, which makes it more 
than $300 million worth of ammunition. 
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Colonel Turnage. Yes, sir; but, if we look at the overall require- 
ment, it might run up to $600 million or $800 million. | 

Mr. Fascetxi. I understand that. The only question I asked was, 
obviously, this meets your current requirement according to your 
determination ? 

Colonel Turnace. Yes, sir. 

Mr. Fasceity. You are not just stacking ammunition because it was 
produced ? 

Colonel Turnaces. No, sir; but I will say this: Throughout the 
years, when the program was started, there were some faults and some 
false starts and stops. There were some changes in plans and pro- 
grams, and there are some excesses in certain areas. 

Mr. Fascert. You mean certain classes of excesses ? 

Colonel Turnage. That is right. 

Mr. Fascetzt. That is not surprising. We ran into that all along | 
the line where modernization or changes in a program would generate | 
an excess. 

Colonel Turnage. That is right. | 

Mr. Fasceizi. The next question is, Was that a foreseeable propo- 
sition, and how much is it? What are you doing with the excesses ? 

Colonel Turnace. A plan is in being which reduces those excesses 
merely by not supplying any more of that type of ammunition in which 
there is an excess until they get down to the level which they are sup- 
posed to have. They will use that through attrition, by their own 
training, and soon. If they get down to the level where they should | 
be, and they need more, presumably we would provide them more or 
they would provide their own. 

Mr. Fascern. That ties in with the testimony we have already 
heard, in which they say that the procurement program is phasing 
out. This is one way of supplying this ammunition that you are 
talking about. The other way to supply it is to get it from the | 
United States directly / | 

Colonel Turnage. Right. 

Mr. Fasceti. How substantial is this thing in your particular de- 
partment—the question of excesses that have to be redistributed, and | 
all that sort of stuff? 

Colonel Turnace. We can give you an example of a figure here. 

Mr. Fasceti. Are we talking about several millions of dollars? 

Colonel Turnace. Yes, sir: several millions of dollars. 

Mr. Fascetx. Less than 50? 

Colonel Turnace. Less than 50 and greater than 5, sir; less than 25 
and greater than 5. | 

Mr. Fascern. We just wanted to get a perspective on what we are 
talking about. The committee is familiar with the manner of redis- 
tribution and all that. ) 

Are you going to be able to move it pretty fast? Do you have any , 
indications at all ? : 

Colonel Turnace. We have nothing to do with it after we say it 
is excess. 

Mr. Fascetxi. Except to store it ? 

Colonel Turnace. We report it, sir. 

Mr. Fascety. I understand it, but it is costing somebody to keep it. 

Colonel Turnace. It is costing the Italians until they dispose of it. 
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Mr. Fascetu. The point is, Are the Italians paying for the storage, 
or are the Americans / 

Colonel Turnage. It is theirs. It has been given to them. Once 
it changes hands, and we say it is excess, they hang on to it until we 
tell them what to do with it. 

Mr. Fascett. They pay for the storage? It is not costing the 
American taxpayer any money / 

Colonel Turnace. That is right. 

Mr. Fasceti. That has all been declared excess by you ? 

Colonel Turnage. As far as we know, we have declared everything. 

Mr. Fasceiu. It is up to EUCOM or somebody to funnel this stuff 
out or get it out ? 

Colonel Turnage. Yes. 

Mr. Fascett. You are confident that your programing now is in 
such a position that you will not get into this kind of a situation any 
time / 

Colonel Turnage. We feel that we will not, unless criteria change 
suddenly. 

Mr. F ascent. There is no way you can forecast that. You do the 
best that you can, that is all? 

Colonel Turnage. Yes. 

Mr. Potanp. Having in mind what General Fry said in respect to 
the requisitions of equipment for forces not in being, or skeleton for- 
mation, how do you reconcile that with a program guidance which 

‘alls for the delivery of items only those going into use! 

Colonel Turnage. We have additional guidance, sir, which permits 
us to do what we have done. 

Mr. Potanp. What would happen? Would it go into country stor- 
age or reserves ¢ 

Colonel Turnage. It goes into a combination. Some of it is in 
country storage and some in other storage. 

Mr. Potanp. Your guidance is designed to meet the particular 
situation ¢ 

Colonel Turnage. On the recommendation, as I understand this— 
and General Fry can correct this—that equipment be provided to a 
unit if it has sufficient strength to take care of the equipment. The 
recommendation was approved, and that is what is done. 

General Fry. I might help to clarify this by saying that they have 
the most excellent mobilization plan in this country. They train a 
lot of people, and those with military training are the first ones to be 
called up. They are disciplined and some units mobilized within a 
matter of a week. 

Mr. Potanp. Colonel, you might discuss for a moment the recom- 
mendation made by the ‘General Accounting Office, with which you 
are probably familiar. In that, the General Accounting Office pointed 
out that in the past there had been an ordering of ammunition by 
caliber without specifying types, which made for deficiencies in cer- 
tain types. The General Accounting Office has recommended, on the 
basis that there has been an excess in ) buildup under old NATO goals, 
that you could fill those deficiencies out of that current excess. Are 
you so doing? 

Colonel ‘Ternacr. We have that under consideration; we consider 
that in any further programs or requisitions for ammunition ; yes, sir. 

Mr. Potann. That kind of rounds off ? 
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Colonel Turnage. That is right. We do not keep adding to this 
excess. 

Mr. Potanp. But you use the excess to balance your deficiencies, 
currently unbalanced; is that right? 

Colonel Turnace. Insofar as we can. 

Captain Acumar. We use those excesses for training requirements 
and any major excesses are tagged for distribution. 

Mr. Potanp. The General Accounting Office has specific reference 
to ammunition under NATO goals to balance later procurement. 
They recommend that that older ammunition be used to balance defi- 
ciencies. Are you doing that? 

Captain Acurmiar. We are not doing that. 

Mr. Fascetu. You are required to. You are not declaring anything 
excess if you are going to use it? 

Captain Acutiar. We are acquiring certain types of excess to fill 
deficiencies in other types of the same caliber. 

Mr. Fascetz. You have to have an Italian agreement in order to 
do that? 

Captain Acumar. We do not, sir. 

Mr. Montcomery. No questions. 

Mr. Micuet. Colonel, in the United States the old triangular divi- 
sion has given way to the pentomic division. Is the Italian Army 
being reconstructed or rebuilt under the old tables of organization 
or are they, too, revamping and modernizing in streamlined form? 

Colonel Turnage. The Italian Army is neither, sir. It has neither 
one; triangular nor pentomic. 

General Fry. I think it is all right to make this comment. 

The Italians are endeavoring in their reorganizational plans to fit 
their divisions to their terrain. They know what their mission would 
be and where they would fight. 

Mr. Micuex. We are thinking in terms of future atomic weapons 
and the like. 

Thank you; that is all. 

Mr. Fasceizi. Any other questions? 

Thank you very much, Captain. 

General Fry. That completes our three sections, sir. 

Colonel Martin, who participated heavily in all of the programing, 
is here in case you have any questions. 

Mr. Fascety. The status of your overall program is that the 1959 
program is in Washington; right? 

General Fry. That is right; it is. 

Mr. Fascetu. It is being reviewed and you are waiting for it to 
come back ? 

General Fry. That is right. 

Mr. Fascety. You have no instructions on the 1960 program ? 

Colonel Martin. We will not have those for another 4, 5, or 6 
months. 

Mr. Fasceti. How long after you have received your instructions 
does it take you to whip yourself up? 

Colonel Martrn. In this last case, starting back in 1948, we had 1 
month. Last year, we had 60 days to do it. 

Mr Fascetz. If it is 4, 5, or 6 months before you get your instruc- 
tions for 1960 and your 1960 submission has to be made in the fall of 
1958, you are not going to have much time to do it. 
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Colonel Martin. They give us additional — as to what assets 
we can count on from previous programs. For instance, this year we 
are told to make up the 1959 program, and we still have not received 
the 1957 nor the 1958 program. Their guidance was that we would 
utilize the program that we had submitted for fiscal 1957 as assets, 
and then we went on from there. 

Mr. Fascerz. Will you tell me, Mr. Blair, what that does to an 
auditor ? 

Mr. Bua. It is very difficult, I know that. 

Mr. Fascetz. I can tell you what it does to Congress. 

Colonel Martin. Actually, our problem was not too difficult, because 
the large portion has been delivered, so we have not had too much of a 
problem. The big problem that we have had, which came up with the 
discussion of the sections with the spare parts, requirements for air- 
craft, ships, and so forth, that is our big problem. 

Mr. Fascett. Are you going to have a problem with respect to unde- 
livered end items which, by the time you get them, will be obsolete? 

Colonel Martin. No; we will not have. 

Mr. Fascetu. In other words, you are contemplating deliveries on 
end items within a reasonable length of time? 

Colonel Martin. That is true. Beginning with the program, there 
is quite a bit of slippage in the deliveries of various type end items, 
but they have been coming through quite fast in the last year. 

Mr. Fascerx. That means that you will be able to phase out end 
items into modernization without an undue buildup of obsolete end 
items ? 

Colonel Martin. I would say so. 

Mr. Fascetx. We hope. 

Colonel Martin. We hope. 

Mr. Fascetu. I wish we could say that all over. 

Are there any other questions ? 

Thank you very much, General. 

General Fry. ‘Thank you, Mr. Chairman. 

Mr. Fascetu. We are going to ask Mr. Pinney to come up here and 
talk to us a little bit. 

You are certainly welcome to stay, since we might be talking about 
things in your jurisdiction. We thank you and your staff for your 
courtesy, but we know that you have a full day before you. 

General Fry. We are at your disposal; and if we can be of assist- 
ance, let us know. 

Mr. Fascetu. We feel that you have been very frank and I am sure 
that your discussions have made a very valuable contribution to the 
committee’s considerations. 

General Fry. This country is, of course, a poor country, but I think 
we have done a fine job here and I think they are moving in the right 
direction to establish a reliable ally in the future. We cannot do 
without it and we cannot establish the ability for them to participate 
and become a strong deterrent and ally unless we do give them some 
assistance. I think we have been quite satisfied. 

Mr. Fasceti. One of the points along that line, General, that we 
were interested in was to develop recognition of that fact, but at the 
same time if you have strictly military considerations, let them be 
military. This is a joint effort and we recognize that and also the 
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fact that political and economic factors come into play. If they do, 
and if they are necessary and if we can, let us identify them for what 
they are. Let us not tie it onto the military tail. 
That is all our point was. 
joke that extent we hope that we can clarify the situation as we go 
along. 
Mr. Pinney, will you identify yourself for the record ? 


STATEMENT OF EDWARD L. PINNEY, MANAGER, GENERAL 
ACCOUNTING OFFICE, ROME FIELD SECTION 





Mr. Pinney. My name is Edward L, Pinney, Manager of the Rome 
Field Station of the European Branch of the General Accounting 
Office. 

Mr. Fasceix. How long have you been here ? 

Mr. Prxney. Since December 1952. 

Mr. Fascett. What is the size of your staff ? 

Mr. Pryney. At the present time there is one other staff member 
besides myself and a secretary. 

Mr. Fasceiy. How many reports, do you have in the mill at the | 
present time? By that, I mean reports you are working on and which ' 
are in process. 

Mr. Pinney. I would say only one major report and several minor 
reports that we work on between times, so to speak—but I have one | | 
that I call a,major report right now. 

Mr. Fasceti. Does that take the time of yourself and the other staff 
member ? 

Mr. Pinney. Right at the present time I am finishing up on the 


major report. The other staff member is on detail to the Paris office 
on a special congressional investigation. . 
Mr. Fascetzi. Did you do the reporting on this latest General 


Accounting Office report as far as the Italy program is concerned ? 

Mr. Pinney. On the MAAG program ? 

Mr. Fascetn. Yes. 

Mr. Pinney. Part of it. 

Mr. Fascetn. Was this other staff member involved? Did he work 
on that ? 

Mr. Pinney. Yes, sir. 

Mr. Fascetu. Both of you worked it up? 

Mr. Pinney. Yes, sir. In fact, we had one staff member detailed 


from the London office and one from the Paris office who also assisted 

usonthat. We had a very tight time limit on the job and that was the r 

reason we had the assistance. ( 
Mr. Fascetu. I do not know if it is the latest, but what is the latest 

report out of this office ? 7 


Mr. Pinney. On MAAG? 
Mr. Fasceriz. No; on any other phase that is complete. By that, 
I mean, already sent to Washington and is ready for issuance, that ; 
comes out of this office. 
Mr. Pinney. That would be up to Mr. Blair. 
Mr. Brate. Mr. Chairman, a complete examination of the Army 
materiel research program was worked on by Mr. Pinney and Mr. 
Blumenfeld and an exit interview was held during June. t 
Mr. Pinney. June of this year. 
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Mr. Buar: That is in the mill and we are now waiting for a re- 
sponse from the SETAF command; is that right? 

Mr. Pinney. Yes, sir. 

Mr. Buarr. I believe also the procurement supervisor is processing 
the examination of USIS contract procedures. 

Mr. Pinney. The reply from USIS and the Embassy was for- 
warded last week. 

Mr. Fasceiy. What are the areas of United States operation in 
Italy, general overall areas? I know we have the State Department 
here. 

Mr. Pinney. The general areas of our work in Italy cover all 
civilian agencies, as w ell as the military installations. The principal 
military installation is the Southern European Task Force, which is 
in northern Italy. As far as the concentration of troops is concerned, 
there are no troops in the area of Rome. The Navy has an installation 
in Naples which supports the naval organization, the 6th Fleet, and 
so on, which works in and out of Naples and all over the Mediterranean 
area. 

Mr. Fascetu. How often do you get an opportunity, or let us put it 
this way, what kind of a review program have you had in the past, 
since you have been here, with respect to standard operations like this 
Embassy, for example ? 

I do not mean this particular item, but any item in general? Iam 
trying to get an idea of whether it is once every couple of years, or 
every year. 

Mr. Pinney. We have reviewed the USIS program, which is con- 
nected with the Embassy. We have also reviewed the Embassy and 
USIS obligating procedures under section 1311 as to the validity of 
their obligations. We have done that at USIS for the past 2 years. 
We also reviewed SETAF support command obligations at Leghorn, 
Italy. 

Mr. Fascetn. Were you the individual who raised the question with 
respect to no-profits in Italy ? 

Mr. PINMEY. No, sir; I was not. I worked on those contracts quite 
a while ago, 2 years ago, but I was not the prime mover on that. 

Mr. Buatr. Actually, Mr. Chairman, strange as it may seem, that 
case arose in London. 

Mr. Fascetx. And they got into that whole field ? 

Mr. Buatr. It came from the London office originally. 

You have your review of the supply activities of the Army and 
Navy here. The Army is innorthern Italy. It used to be in Austria. 
Then you have the Navy in Naples, too. It is primarily a NATO 
Command situation. 

Then your civilian agencies centered here in Rome, primarily the 
Embassy, USIS and ICA. 

Mr. Pinney. We do not get around to making a review on some of 
it too often, I would say. Right now we have only two working 
members. It is pretty difficult. 

Mr. Fasceti. What are your working hours? 

Mr. Pinney. Usually we follow those hours 

Mr. Fascetn. Of the agency that you are working with ? 

Mr. Pinney. Yes. When we are here, especially in the summer- 
time, the Embassy varies its hours some. They have had about three 
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changes this summer. However, we are now observing the hours of 
the consulate where we have our office, which at the present time are 
from 8: 30 in the morning until 5 in the evening. We only have 1 hour 
for lunch. In the Embassy they work from 8:30 to 6:30 with a 
2-hour lunch period. When we are in the field we work their hours 
to fit in with them so that we have that much more time for work. 

Mr. Fascety. Mr. Blair, getting back to the particular problem in 
Italy as far as the military assistance program is concerned, we had 
some general areas which were developed here today. 

One of them dealt particularly with the problem of excess ammuni- 
tion in which it was testified that it was in the magnitude of $5 million 
and $20 million. Although they are trying to use it in their current 
program, as I understood it—I am double checking and that is why I 
am asking you—I believe it was Colonel Turnage who said that they 
were trying to use this up by using one type in overage against another 
type that was in deficiency. Nevertheless, this would still leave them 
with a considerable excess which they had reported. This reported 
excess was in the field of $5 million and $20 million, and that was 
what the European command now had to get distributed. 

As I understood him, this was a result of changes in programs and 
some other things. I do not recall that I got it down to the question of 
improper requisitioning, or anything like that. 

Mr. Buatr. The examination disclosed that in fulfilling require- 
ments they overlooked the fact, for instance, in the night fighter you 
may want every fifth shell to be a tracer. They failed to ship the 
aes distribution of types within each caliber. 

Mr, Fascetzt. This is a surprise to me. I thought all machine-belt 
ammunition came either standard—that is, either straight with no 
tracer—or with tracer. If it came with tracer, every fifth one 
automatically was a tracer. 

Mr. Buarr. It should have been, but when they placed this order—— 

Mr. Fascetxz. Straight belt ammunition with no tracers? 

Mr. Bratr. That is right, without tracers in it, and they would 
make up their belts and their drums. They could just as well have 
ordered it as other organizations do. 

Mr. Fascett. Ammunition with tracers? 

Mr. Brarr. Right, but that is where the trouble came. 

Mr. Fascetz. There is no way to remake this stuff ? 

Mr. Buatr. No. 

Mr. Fascetz. They cannot pull out every fifth one and put in a 
tracer; right? 

Mr. Buarr. In a sense they met their requirement for X number of 
rounds, but they would be long and short with respect to special types 
of ammunition. 

Mr. Fasceti. It would be pretty tough for training to use straight 
ammunition without any tracers. At least, that was my experience 
when I was running a 50-caliber machine gun. 

Mr. Micuen. Except in actual combat you would worry about using 
tracers because they were then able to pick you out. 

Mr. Fascetu. That is true. 

Mr. Pinney. I might add that that was the way that some of those 
excesses were created when we made the examinations. They told us 
that when they requisitioned, as has been stated actually, they ordered 
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only by number of rounds. The Ordnance Supply took it without 
supplying the right proportion. Therefore, they had deficiencies in 
quite a few instances and quite a few types. 

Mr. Fasceix. Did you run into any evidence in this situation that 
went something like this: We had $3 million worth of offshore- 
procurement contracts in Italy. They dealt mostly with ammunition, 
most of which has been sinacad by italy. If this is true, maybe the 
United States Government had to take this procurement supply and 
just lay it out. 

Mr. Buarr. Basically, the problem there, I think, when they submit 
their requisition for ammunition, they presumed that they would get 
it in the right proportion, and did not. 

Mr. Fasceti. The other general area that your investigation ran 
into here was on the question of no profits, 

As Mr. Rogers testified, this is a matter that they have had under 
consideration for some time. It gets down basically to the question 
of whether or not you are going to have a profit excluded under the 
contract because the contract was let with what amounts to a 
Government corporation. 

Under the bilateral agreement, the United States is not to be 
charged and the Government is not to make any money on that. The 
host government or recipient government is not to make any money. 
Then we get down to the question of what is a government corpora- 
tion. We say it is one thing and the Italians say it is another. Up 
until today we have had testimony that it was practically impossible 
to tell what was a government-owned corporation. Now Mr. Rogers 
tells us that this is really no problem at all because it is a matter 
of public law in Italy. The law creating the corporations and decrees 
is published, and he has a book which shows what it is and he is 
going to make it available to the committee. He is going to make 
available the list and amount of ownership. According to his testi- 
mony the problem was this: Is it in the accepted legal American sense 
a government-controlled corporation? The Italians maintain it is not. 

How does this tie in with what the General Accounting Office found 
in getting into this? 

Mr. Buarr. We did not explore that area, Mr. Chairman. 

Mr. Fascexzu. All you did was raise the question that here is an 
agreement which says that a host country is not supposed to charge 
a profit and here is a contract with a government corporation wherein 
a profit was made; is that right? Was that the extent of your inves- 
tigation ? 

Mr. Buatr. We wanted to establish whether or not corporation X 
was or was not a Government corporation and establish through re- 
view of public decrees what it was and whether the stock ownership, 
in an American sense, showed it to be a Government corporation. We 
stopped there. We did not inquire within the Italian Government: 

Mr. Fascetxu. I understand now. Obviously, it is in letting all of 
these contracts in this country that it was known at the time it was 
let. It had to be, if it was public information. At least, the informa- 
tion was available to ae but what they did with it at the time 
is something else again. 

Mr. Buatr. The contracting officers generally took the position, 
initially at least, in making that determination of the ownership of 
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a concern, they were dealing with what was outside of their respon- 
sibility. Their responsibility was to procure these end items and did 
not follow through on the determination of the corporate makeup of 
the concern. 

Mr. Fascety. They felt this was a matter under the bilateral agree- 
ment for the Governments to iron out ? 

Mr. Buair. Right. 

Mr. Fascetz. We have been trying to do something about it ever 
since the problem was first raised in 1953. 

Mr. Buare. Yes. 

Mr. Fascetu. If the committee has heard any testimony prior to 
today that the difficulty in negotiating or recoupment dealt with the 
difficulty in determining the ownership, that would be misleading in 
a sense, because actually, according to Mr. Rogers, they do know the 
ownership. The question is whether or not there is a legal difference 
of opinion between the two countries as to whether or not it is Govern- 
ment controlled in the sense that we in the United States mean govern- 
ment controlled. This becomes a diplomatic thing under the bilateral 
agreement. 

Mr. Brarr. That is correct. It is the General Accounting Office 
position that the contracting officer should have the responsibility of 
determining the ownership of the corporation that he is dealing with. 

Mr. Fasceti. And making allowances for taxes after the time of the 
contract ? 

Mr. Bratr. Right, and the purpose of your no-profits clause is to 
recoup any profits that crept into the negotiations prior, rather than 
the theory being practiced. 

Mr. Fascetx. There is no question about that. If that principle 
had been applied in the contracts already let from 1952 on in this coun- 
try, that they would not be in a position of trying to negotiate for 
recoupment now, it would be simply a question of negotiating to 
adjust errors that crept in. 

It raises the important question of what are we going to do from 
now on, besides what we are going to do for what has happened in 
the past? If the current situation exists, and the contracting officers 
do not take into consideration that problem in the letting of the con- 
tracts, the problem of no profits and making allowances for it will be 
compounded. 

Then they told us here today, as I recall it, that offshore procure- 
ment was phasing out so that from a practical standpoint this would 
not be a major problem although it would have some magnitude. 

There was another area that you got into in your investigation that 
dealt with the problem of tax exemptions; is that correct ? 

Mr. Buatr. Correct. 

Mr. Fascetx. I am not sure that I understood everything I heard. 
J will have to review it for a minute here. It appears to me that there 
was conflicting testimony with respect to responsibility and who is 
supposed to do what. 

Do you have the same opinion that I do, which is that with respect 
to tax exemptions, the individual contracting officer has the responsi- 
bility and the right to negotiate recoupment ? 

Mr. Buarr. That is correct, and that is the position of the Italian 
Government here. That was one of the points brought out in our 
series of investigations. 
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Mr. Fascrtz. They are negotiating on the contracting officer level 
to get that done? 


Mr. Buatr. That is correct. 

Mr. Fascetu. As I understood it, because of the confusion of inter- 
pretations as to what should be allowed and what should not be 
allowed, and Italian law and what the Army auditors found and 
what higher headquarters wanted in this particular case of the Army 
Ordnance procurement, the officer was about as confused as I was as 
to what he should do in his best judgment. 

Mr. Buatr. This brought out to me an area that I did not realize 
existed when we came down here. We worked on the program with 
Army Audit Agency and USAREUR procurement people on the pro- 
cedures established. A new development has been injected into the 
picture and unfortunately I do not know the answer, but I will run it 
down and find out the basis for the contracting officer’s confusion. 

Actually, he is operating under directives from USAREUR who 
directed Army Audit Agency to make these audits. When we started 
making the audits they were denied access to some contractors’ rec- 
ords. We exercised the right of the Comptroller General as em- 
bodied in the contract, the examination of records clause as required 
by law. 

Mr. Fasceti. Then you were able to get into those contracts? 

Mr. Buatr. Right, and have examined the contractors’ records and 
the purpose now is to assure that the United States has received the 
benefit of the tax exemption to which they are entitled by tax decree, 
at an established rate of 3 percent. We are talking about one tax 
primarily and that is IGE, sales transaction tax. There are these 
other taxes, but we are not aware uf any problem with respect to them, 
except for the below-the-line taxes and export-import taxes. The 
Italians did pass a decree—Mr. Pinney may know the date—Public 
Law 103, providing that the Italian firm when he seeks a refund on 
taxes which he has paid and has paid on each sale, at the end of 
the contract, when he makes delivery to the United States it is at 
that point in time that he files this form with his government to get 
arefund. Italian law says that you have to offset against that claim 
the taxes that you would have paid on importation for the raw ma- 
terials. Our position is that that is a matter between the firm and 
his government. 

Mr. Fascetx. It does not involve the United States under the bi- 
lateral agreement ? 

Mr. Buatr. Right; under the bilateral, we should not pay that. 

Mr. Fascetx. That raises a very interesting question. This is a 
sort of diplomatic interpretation of an agreement involving the United 
States and the other country and yet instructions are being given to 


the contracting officer to negotiate by his command, based on an audit 
which his command had requested ? 
Mr. Bua. Right. 


Mr. Fasceu. I was trying to decide in my own mind whether 
or not there was any conflict between what we are trying to do under 
diplomatic channels and what we are trying to do under military 
channels. 


Mr. Buarr. We are not trying to do anything under diplomatic 
channels on the tax problem. 
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Mr. Fascetu. Yes; but there is involved an interpretation which 
has to be made at the diplomatic level. It cannot be made as a basis 
of audit. The question of whether or not the Italian law, which 
requires that the contractor shall deduct from his overall IGE tax 
the amount of taxes that he would have paid on imported material 
means that if the estimate of the contractor or the decree of the Ital- 
ian Government is accepted—as was testified to here today without 

uestion for many years—then what we have is unilateral action 
changing the amount of money which the Government is entitled 
to receive, based on the General Accounting Office theory which is 
that the credit against the disallowance rather of importation taxes, 
as against his IGE, is a matter between the contractor and his gov- 
ernment and does not affect the United States. 

We have already accepted them. That is what they testified to. 
That is what Mrs. Nafziger testified to. They never went behind it 
until the audit was made this last time and then the whole question 
popped up. : 

Mr. Buam. The question popped up because when they filed their 
claims against the firm, they denied the liability and there an issue 
is made because when they were presented with the claim they denied 
it. The issue has to be resolved at that point, to move forward. 
What the colonel was confused about apparently—he had a conference 
with the Audit people and they had reached an agreement in his office 
that it looked like, with respect to this one contract, there was $34,000 
due composed of a certain percentage of IGE and a certain percentage 
of below-the-line taxes and then—— 

Mr. Fascerx. Let us get that squared away. Was not that amount 
of $34,000 computed on the basis of all the taxes itemized in the basic 
agreement of understanding? It involved all taxes, whatever they 
were? Did this particular contract involve only one kind of tax? 

Mr. Buatrz. Two kinds. 

Mr. Fascetzi. IGE taxes then? 

Mr. Buatr. That is correct. 

Mr. Fascetz. IGE taxes were fixed by law in Italy in 1954 to be 
3 percent of the contract price ? 

Mr. Buare. Right. 

Mr. Fascetu. There is nothing to adjust there at this point, is there? 
Ts that correct? 

If there were no other problems involved, the only question would 
be that the United States would be entitled to a credit of 3 percent 
on thecontracting price. You say that is not true? 

Mr. Buatr. Herein lies the difficulty. The situation has been cor- 
rected, but bear in mind that we confined our examinations to the 
examination of ammunition contracts which represented approxi- 
mately 85 percent of the OSP. Under that, we buy ammunition and 
planes, but our examinations were confined to ammunition contracts 
in connection with these three companies. 

They did not, in asking for cost proposals, ask the contractor to 
break out in his bid proposal the amount that he had excluded for 
IGE. In other words, he had to estimate what material he was going 
to have to import, and then we recommended they should have a firm 
figure to give the auditor, a benchmark to work on, to show what he 
excluded in his price. Then he could compare that with the return 
that he got from the Government. It is a simple proposition. 
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However, it was not until October or November of 1956, I believe, 
that the military—or the Army, at least—changed their procedures. 
They are now requiring that breakdown of the tax excluded, whereas 
on your Navy and Air Force contracts there is no particular problem 
because there the contracting officer did require the firms submitting 
the proposals to give his cost breakdown. 

Mr. Fascetu. Is this what Mrs. Nafziger had reference to when, 
prior to 1956, they accepted the Italian Government’s decree, or what 
actually amounted to the contractor’s estimate to his own Government, 
on the amount of taxes that he would pay? 

Mr. Buarr. That is right. 

Mr. Fascetzi. Or whatever the Government would allow him? 

Mr. Buatr. It was our feeling that the procedures being followed 
were not adequate to assure the United States was receiving the full 
benefit of the exemptions. 

Mr. Fasceii. Those procedures have been changed now? There is 
a breakout in cost ? 

Mr. Buatr. That is right. 

Mr. Fascetzi. Which shows the amount of taxes that the contractor 
has excluded ? 

Mr. Buatr. That is right. 

Mr. Fasceiu. Which gives us a point from which we can then deter- 
mine what the Italian Government allows us? So the United States 
knows what position it is in now ? 

Mr. Buatr. That is right with respect to the time prior to that, and 
that is where your money is; the auditor cannot come up with, or 
develop, firm evidence. 

Mr- Fasceizi. An educated guess ? 

Mr. Brarr. That is right. He made an examination, and they ex- 
amined all their vouchers and estimated what they paid out. They 
have what they received back from his Government, and the difference 
between the two represents the figure that the auditor was giving the 
contracting officer and saying, “This is what you should go after.” 

It is the recommendation that the contracting officer take unilateral 
action in the sense that he says, “This is it. Let them deny it, but get 
it before an appeals board.” 

What we are faced with is the fact that there is a certification that 
the price was exclusive of taxes. 

That is pretty strong evidence, from their standpoint. They give 
you that certification and you have to upset it. You cannot upset it 
unless you have positive proof. You can raise a good presumption, 
because you have made an examination of each voucher, and apply the 
tax rate that applies to that particular item, and then you come up 
with a good figure, but you cannot get that out of the contractor’s set 
of books. You do not have the books where he charts off his taxes. 
You are coming up with an estimate. It is a good one, but you are 
still at the mercy of the contractor. 

Mr. Fascett. Do you see any problem that is unusual about the diffi- 
culty that Colonel Jenkins was having with the directive from his 
superior to negotiate on the basis different from that which he knows 
he can sustain? This is just strictly an internal, administrative prob- 
lem. There is no particular significance to it, is there? 


98996—58——_29 





438 GENERAL ACCOUNTING OFFICE IN EUROPE 


Mr. Buatr. What he is faced with is an audit report that tells him 
that, in this particular case, an audit examination shows that the 
United States Government should receive $72,000. He has good rea- 
son to believe that, but he does not have it in writing. The contractor 
has admitted a tax liability, and he can settle for $34,000. What he 
is faced with is making that settlement for $34,000 and running the 
risk of being criticized for it. 

Mr. Fascertu. He does have the authority, and that is what I was 
trying to get from him. He does have the authority to make the 
settlement. It cannot be changed after he makes it ? 

Mr. Buatr. I think he testified that he has written to headquarters 
to get a directive. At this point in time, he is not proceeding because 
he is waiting for them. 

Mr. Fascetn. To get the record clear on this point, this is an in- 
ternal, administrative problem in which there is no broad policy 
involved, as far as legislation is concerned, no bad accounting prac- 
tices or auditing practices, as far as the General Accounting Office 
is concerned ? 

Mr. Buatr. That is right. 

Mr. Cuarrman. Mr. Pinney pointed out that he has to get the 
approval of any settlement that he recommends. 

Mr. Fascetu. He really has no problem, because the people with 
whom he is dealing know that whatever he is agreeing to is tentative. 

Mr. Pryney. After he reaches an agreement, it has to be approved 
by headquarters. 

Mr. Potanp. When they submit it to the appeals board, does the 
contracting party submit to its jurisdiction and agree to abide by 
the results ? 

Mr. Buarr. I do not know, Mr. Poland. 

Mr. Fascetu. I do not see how you could bind him. How could 
you bind them to the agreement ? 

Mr. Buatr. We had a similar situation where we were not going 
through with it and we attempted to bring pressure. We said that 
we were going to bring it to an appeals board and recovered from this 
firm strictly on bluff. 

Mr. Fascett. Thank you, gentlemen. 

Mr. Pinney. That might lead to one further thing. I think it is 
true that the contractor did not agree to accept the negotiated set- 
tlement and, further, as you well know, whether it is favorable to 
the United States or not, he knows also that it is not going to be 
taken to the Italian Government. He knows that the United States 
Government will not take him into the Italian Government on that. 

Mr. Fascety. That it will be on a Government-to-Government 
negotiation basis ? 

Mr. Pinney. Yes. 

Mr. Fascetu. With that, the meeting is adjourned. 

(Thereupon, the hearing was adjourned at 5: 25 p. m.) 
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(A Review of GAO Activities in Connection With Certain 
Federal Expenditure, Procurement, and Inventory Practices 
in Europe) 


THURSDAY, SEPTEMBER 19, 1957 


Briertne sy Empassy, JUSMAG anp OICC Prrsonnet on UNITED 
Srares AcTIvirtres IN SPAIN 


House oF RerresENTATIVES, 
SUBCOMMITTEE ON EXECUTIVE AND 
LEGISLATIVE REORGANIZATION 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
American Embassy, Madrid, Spain. 


STATEMENT OF HON. JOHN LODGE, UNITED STATES AMBASSADOR 
TO SPAIN 


Ambassador Loner. Ladies and gentlemen, it is a very real personal 
pleasure for me to welcome these distinguished Members of the Con- 
gress to Madrid. I had the honor of serving with Mrs. Harden from 
the State of Indiana, so it is nice to see you again. 

Mrs. Harpen. Thank you. 

Ambassador Loner. It is nice to welcome these four legislators here. 
We here in Madrid, Spain, think that we have a very interesting story 
to tell and a story which is a good story from the point of view of the 
defense of the Western World. 

The Spaniards are dependable allies and they are loyal friends. 
They have been very cooperative with respect to the construction of 
the Seles pipeline, and I am happy to say that we enjoy very friendly 
relations aah the people of Spain. 

I am glad to welcome these four Congressmen here, these members 
of the Subcommittee on Executive and Legislative Reorganization of 
the House Committee on Government Operations. 

I understand that they are primarily interested in the military and 
economic program whigh we have going on here. We are always glad 
to be able to brief Members of the Congress on our activities. 

I understand that General Kissner will appear later. 

I understand that the representatives of the General Accounting 
Office are going to brief these legislators first and following that there 
will be a briefing by the military. Tomorrow, if the Congressmen so 
desire, Mr. Aldrich, the head of our economic mission, will brief them 
as well as any of his people who can brief them on the economic aid 
program, defense support, and Public Law 480. 
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It has been my habit, whenever I can do it, to start off these briefings. 
If there is anything that you would like to talk to me about, I would 
be glad to do so, too. This is just the kickoff and I hope that you all 
have a very pleasant time while you are here. This is a wonderfully 
hospitable country and it is too bad that you cannot stay longer. 

I look forward to seeing you later. 

Mr. Fascetn. Thank you. We appreciate that. You and your staff 
have been very courteous to us and we see signs of this warm hospitality 
and it is a thing we hope to enjoy. 

I trust that the sunshine will continue and we will be able to stay 
here a little while after the briefing is concluded. 

We do appreciate the fact that it takes an extensive staff here to 
answer all of our questions and brief us in what you are doing as well 
as the problems that you have. We appreciate that you have made 
them all available for us. 

Ambassador Loner. Thank you very much indeed. I am glad to 
see an old friend here, too. 

Mr. Fascetz. Thank you very much for being with us. 

I would like to find out about your General Accounting Office field 
station here. Tell us about your general operation so that we can get 


an idea of the GAO. 


FURTHER STATEMENT OF SMITH BLAIR, JR., DIRECTOR, EURO- 
PEAN BRANCH, GENERAL ACCOUNTING OFFICE 


Mr. Buatr. The Madrid field station was opened in May of 1954, 
approximately 2 years after the European Branch was established in 
1952. It was specifically set up because of the desire of Congress that 
the General Accounting Office monitor the expenditures under the 
Spanish base construction program. 

The Madrid office was opened with two men and initially the exami- 
nations were directed to examining fiscal and other internal controls 
of the officer in charge of construction as well as the other military 
authorities here on construction programs and the contracting pro- 
cedures including the award of the contracts. As the construction 

rogram developed, the staff of the office was increased to six men and 
fast fall the approach to the examination of the Spanish base con- 
struction program was set up on what we call a project basis wherein 
we have attempted to examine the status of the construction at each 
base on a rotating basis. Our examinations include the status of con- 
struction under the contracts, property controls, payroll procedures, 
and so forth. 

During the period that the Branch has had a field station in Madrid, 
some 68 reports have been issued. When I say “reports” that also 
includes letter reports. 

Mr. Fascett. In other words, a whole category of the type of things 
that the General Accounting Office puts out ? 

Mr. Brarr. Thatis right. In addition to our primary responsibility 
for examining expenditures on the Spanish base construction program, 
we have also conducted examinations of the military assistance pro- 
gram in Spain and a related 

Mr. Fascetn. As part of the overall report on military assistance in 
Europe? 
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Mr. Buatr. That is correct. The office initiated a worldwide survey 
of the military assistance program and Spain was one of the countries 
selected for study. That program was initiated and directed from 
Washington. The particular ‘country report issued on Spain is one 
of the several country reports issued. The findings are in the overall 
report, with which you are familiar and which the committee has. 

In addition to that, our overall study on the offshore procurement 
program and no-profits problem has involved work in Spain. 

Mr. Fasceitt. How many men do you have in the Madrid office ? 

Mr. Buiair. At the present time, we have a staff of 4 men and at the 
moment we have 4 extra men down here on detail from the other 
offices. We also have with us, and I would like to introduce him, Mr. 
Hassell B. Bell, Assistant Director, Defense Accounting and Auditing 
Division, General Accounting Office, in charge of Navy audits, who 
has the responsibility back home for the review of this Spanish base 
construction program. 

We are in the process of developing an overall report on the 
Spanish base construction program up to date. Mr. Bell here is 
reviewing our program and coordinating our effort. This report is to 
be issued to the Congress in January of this year and copies of the 
report are going to ‘the several committees of the House including 
your committee, 

Mr. Fascetz. Thank you. 

I see you mentioned surveys and work on no profits and on military 
assistance. What other general areas? 

Mr. Brarr. We have “gotten into Embassy operations to examine 
the propriety and legality of their obligations reported pursuant to 
section 1311 of the Supplemental Appropriation Act of 1955. Pri- 
marily the efforts of the Madrid office have been devoted to the Spanish 
base construction program. 

Mr. Fascety. That is one of the big jobs. You think that will be 
wound up by the first of the year. 

Mr. Briatr. The construction phase of it is rapidly coming to a head. 
For instance, the 16th Air Force just moved or is in the process of 
moving now. The base construction is nearing completion. 

Mr. Fascety. I think I want to take this opportunity, particularly 
to thank you, Mr. Blair, as head of the European Branch. Of course, 
I want to thank all of your staff that we have met with everywhere on 
this trip for the very fine help that they have given us in our tour. 
I think that I can say that as far as the members are concerned who 
have had the pleasure and the privilege of visiting operations of the 
European Branch—that was our primary mission here—we have been 
very favorably impressed. I am not prejudging what we might say to 
the Congress in vets way at all, but I thik that generally speaking 
we are—I know that I personally am—amazed to find that you can do 
so much work with so few people. That might. be aa of the things 
that we might want to touch upon when we get back. I do not know. 

Certainly, I think that we have all been very much aware of the 
cooperation and knowledge that your men have displayed. I also 
think the manner in which they have handled their work in these 
vari ious areas is impressive. 

Your total personnel is less than 60, I believe 

Mr. Biatr. That is correct. 
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Mr. Fascetx. I was amazed, for example, to read of the tremendous 
number of reports that have been issued and the ones that are in 
progress as well as the number of man-hours it takes. I want to 

| extend my compliments to you and your field managers and the staff 
| of the General Accounting Office for having done what I think is a 
very excellent job. 

Mr. Brair. That is very gratifying, Mr. Chairman. 

I want to thank you on behalf of the staff and myself, as Director 
of the European office. Certainly it is a lift to us to know that the 
work that we are doing for the Congress is received so well. 

Mr. Fascets. I will tell you another thing, too. I am impressed 
by the fact that you have had such good relationships with internal 
auditors and other people that you have had to work with. Obviously, 
it is a very delicate and tough job to get in there and mosey around and 
look at a man’s books and second guess his work and so forth. The 
fact that you have had that type of cooperation speaks very well. 

Mr. Bua. It certainly exists in Spain, Mr. Chairman. Our rela- 
tions with Captain Church, who is the officer in charge of construction, 
Navy; and the Navy and Air Force audit people have been just mag- 
nificent. 

Mr. Fasceti. Captain Church is in charge of the construction pro- 
gram? Whois his head audit man for the Navy? 

Mr. Buarr. I do not think he is here now. That is Mr. Robinson. 
They operate out of the London office. 

Mr. Fascetx. I want to ask you a question here that touches on a 
problem that has been a little bit of a sore spot. That is, the avail- 
ability of internal audits. Are they made available to the General 
Accounting Office? 

Mr. Buatr. They are. There is a very close relationship established 
with the Navy area audit office in Madrid. That relationship exists 
also with the headquarters office in London. We have, of course, 
worked very closely with the Navy audit. As a matter of fact, one 
of our examinations was into the effectiveness of their operations. 

Mr. Fasceti. You mean their audit operations? 

Mr. Buatr. That is correct. We develop our program on the basis 
of what the agency is doing with respect to establishing internal 
controls. We have followed up on the Navy audit office in areas that 
they have not covered or go into the areas we feel should be covered. 
We feel they have done a very effective job here. 

Mr. Fascetz. On these internal audits, are working papers and 
everything else made available to your people? 

Mr. Buatr. There has been absolutely no trouble. 

Mr. Fasceiz. As I remember in one place, you could get a sum- 
mary but they were a little reluctant to turn over working papers. 
You do not have that problem in Spain? 

Mr. Buatr. No, sir. 

That related to a sister agency and is not a problem here. It was 
due to a directive issued by the Department in Washington. 

Mr. Fascetu. Mr. Rouse, have you had any problems with respect 
to security classification and getting clearances or making information 
available to them ? 

Mr. Rousse. We have not had that trouble at all here. Whatever 
we ask for that is available here in Spain is given to us. 
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Mr. Fascett. Despite the classification that might be on the mate- 
rial? 

Mr. Rouse. We have had only one instance in which they requested 
that we might obtain the material by channels open to us from head- 
quarters. Part of the material aid did not exist here and part of it did. 
At a later date, that material was made available to us without ques- 
tion. Itis nota problem here. 

Mr. Fascetx. That is very encouraging. I just wondered if there 
is a Navy regulation which is comparable to what we ran into with 
respect to the Air Force. Is there a Navy man who can help us out? 

Mr. Bett. I am not a Navy man but I think I can help you on 
that. Actually, there are two Navy regulations in existence cover- 
ing the relationship between the General Accounting Office and Navy 
activities. One of them was written about 1954 and was almost 
an open house to permit us access to almost anything that we 
wanted at our convenience. Then when we had our staff build-up 
for additional work in the military, an additional document went 
out through the Office of Navy Materiel. That added additional im- 
petus to the efforts to make information available to us. We have 
had with the Navy, and particularly with the Navy audit and other 
survey teams, because they have to be brought into the picture as 
well, almost unrestricted access to both their reports and the basic 
working papers behind those reports, available to us where we wanted 
them rather than at some headquarters office. 

Mr. Fascett. That is very encouraging. 

We ran into a situation where the General Accounting Office was 
trying to get clearance on information that they needed to get. It 
went up to the Pentagon and it took 6 months. 

Mr. Beutu. It was in a sister service. 

General Kissner. I had the privilege of finishing our briefing for 
Congressman Rivers. He is intensely interested in housing and he 
is now going out to look at the housing project. 

Mr. Fascett. We might touch upon that, too, because we are inter- 
ested in it from the standpoint of our general area of interest. If 
you want to discuss that with us, go right ahead. 

We would be glad to hear from you. We got a good briefing in 
England on housing, schools, and related problems. 


BRIEFING BY MAJ. GEN. A. W. KISSNER, CHIEF, JUSMAG-SPAIN 


General Kissner. We are always keen to present our problem and 
the way we anticipate taking care of our people, because, as you 
gentlemen know, that is the way we get help. 

Mr. Fascetx. We hope that we can be obisetive about it, General. 

General Kissnrr. Fine, sir. 

The initial program aimed at 1,500 units of guaranty rental hous- 
ing. We advertised to prospective sponsors, construction companies 
here in Spain particularly, and asked them to make presentation 
to us of propositions. 

Mr. Fascetx. Is that on-base or off-base ? 

General Kissner. These were off-base, but near enough to base so 
that the personnel at Torrejon, Zaragoza, and San Pablo would have 
housing within a reasonable distance of their work. 

Mr. Fascett. What were the names? 
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General Kissner. Torrejon, Zaragoza, and San Pablo; San Pablo- 
Moron. We aimed at one-half of our requirements. 

Mr. Fascetn. With this 1,500 units? 

General Kissner. Yes, sir; those figures break out to about: 860 here 
at Torrejon, roughly 190 at Zaragosa and about 490 for the south area. 
We feel that about half of our people can be absorbed in the commu- 
nities. 

One of the ingredients in selecting the bases was to try to have liv- 
ability and be near communities that had recreational facilities. 

Mr. Fasceti. And some housing ? 

General Kissner. And some housing. Thus, the cities of Madrid, 
Seville, and Zaragoza, which are large and which for quite a few years 
have had lots of new apartment buildings. By good luck a good many 
of our people have obtained family housing there. 

Mr. Fascetx. This was one of the prime factors then in the con- 
sideration of your base locations ? 

General Kissner. Yes, sir. In the military mind that is a principal 
ingredient. 

Mr. Fascetyi. State of readiness, too ? 

General Kissner. Yes, sir. 

Mr. Fascetx. We ran into that problem in other places. You could 
stick them out in the woods, but then you have the problem of provid- 
ing schools and so forth. 

General Kissner. We call that livability. It contributes to the effi- 
ciency of your people and you are able to keep them in the service once 
trained. 

Another factor is logistics and accessibility. When we find a loca- 
tion that has roads and rails nearby, that minimizes the amount of 
spurs that you have to build and the amount of earth moving and 
grading that you have to do. 

We sought locations where we could save money ourselves by hav- 
ing an easy time with respect to those ingredients of location. 

On housing, these projects in the guaranty rental program are about 
30 percent along. We could show you some of them. The project 
is called Royal Oaks and is north of Madrid. 

Mr. Fascerz. We might have that opportunity. Originally we 
thought we would be through here Friday night but we are advised 
of aircraft difficulties so we are liable to be here until next Friday. We 
might be able to see whatever you have. 

General Kissner. If we can be of any help in airlifting you to the 
next destination, we would be happy to help you. 

Mr. Fascetit. Thank you very much. We appreciate that. 

We have orders that allow us to travel by military aircraft but I 
think we are about to get it worked out. 

General Kissnrr. I will finish this topic of housing, if I may. 

Mr. Fascrerzu. Sure. 

General Krssnrr. We also plan a certain number of units on each 
base where there is sufficient land in the confines of the location as- 
signed to us by the Spanish Air Force. As you know, all land in these 
projects was purchased by the Government of Spain and is made 
available to the Government of the United States at no cost to us. 

On each of those bases, we can initially put 36 to 40 units so that you 
have on-base the fire marshal, the principal weather forecasters, some 
of the electricians, and you might need those at 2 or 3 in the morning. 
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That program is being approved and has gone back all the way to 
the Secretary of Defense for approval. Some of these units will be 
funded from the pesetas the American Treasury Department owns 
that come from the United States portion of the counterpart pesetas. 

Mr. Fascetx. You mean under Public Law 480% 

General Kissner. Public Law 480 pesetas. In addition to these 
small numbers of units on the bases, we are pointing to about 20 units 
at each of the radar locations where the technicians have families and 
they are a long way from nearby towns for housing. The 4 locations 
for housing are at the United States Navy’s facilities at the Navy 
base at Rota, where 160 units were approved. 

They have been in construction quite some time and 75 are occupied. 

Mr. Fasceii. On-base ? 

General Kissner. On-base. They are right at the beach. 

Mr. Fascetx. It is contemplated that all of the Navy units will be 
on-base ? 

General Kissner. That is right. 

Mr. Fasceti. That is SOP? 

Captain Goopwin. Cadiz is some distance away and little towns 
could not possibly take care of that, so all the Navy housing is going 
on-base. 

Mr. Fascety. What kind of agreement do we have with respect to 
termination on these off-base things ? 

General Kissner. Housing? 

Mr. Fascety. Housing. 

General Kissner. We pointed to a 7-year guaranty period guaran- 
teeing 95 percent occupancy. That becomes a fairly attractive  propo- 
sition toa sponsor. He can calculate his risk. Following the 7 years, 
he can use the same housing because he owns it and builds it for Span- 
ish tenants. The only obligation accepted by the Air Force in the 
guaranty rental program is to provide the tenants, but we influence 
the rental scales and the numbers that are constructed for noncom- 
missioned aches and junior officers. 

Mr. Fascetu. In other words, the private contractor or the private 
investor provides the site and he actually builds the houses? 

General KissNer. Yes, sir. 

Mr. Fasceti. Under the law, we have this guaranty money avail- 
able ? 

General Kissner. And he actually owns it and solves all the prob- 
lems of water and so on. 

Mr. Fasceti. The military leases it? 

General Kissner. That is right. In the first case, for a guaranty 
rental program, we simply promise the tenants and the other situation 
is where we lease his units when he has finished them. 

Mr. Fascexui. It is not a guaranty of entire construction money 
involved ? 

General Kissner. No, sir. In the case where we lease a set of build- 
ings that a man has built, our military families lose their rental allow- 
ances when the commanding officer assigns them. 

Mr. Fascetut. To this off-base housing ? 

General Kissner. That is right, just as would be the case in the on- 
base housing in stations at home. 
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Mr. Fascetyi. We do not finance the private investor’s paper; that 
is all done locally ? 

General Kissner. Yes, sir; in a guaranteed rental program. 

Mr. Fascetx. In other words, we are not guaranteeing the mort- 
gage then under this? 

General Kissner. No, sir. 

Mr. Fascerx. All we are doing by way of guaranty is to provide 
tenants for X number of years for X price? 

General Kissner. That is the program as it is now. There are 
some negotiations going on right now, however, and we are conferring 
with the Defense Department to help to change the arrangement a little 
bit. Since we signed the contract with the sponsor, prices have mounted 
so much, and his ability to get loans he needed fil become so diffi- 
cult—this would have happened to any sponsor that we might have 
had at that time—we are seeking authority at home, which the Defense 
Department will clear with the committees of Congress, to change the 
rental guaranty arrangement into a prelease arrangement where we 
will pay two-thirds of the lease. 

Mr. Fascetu. In advance ? 

General Kissner. At the rate that this housing is constructed and 
then we lease the housing for the rest of the period. 

Mr. Fascetx. That is fora minimum of 7 years ? 

General Kissner. Yes, sir; we place an option in there. 

Mr. Fascetx. In other words, the United States becomes obligated 
for X number of dollars for that period of time ? 

General Kissner. That is right. 

Mr. Fasceitxi. Then it becomes a subject for further agreement at 
the end of 7 years? 

General Kissner. Yes, sir. 

The United States Government recovers its obligation financially 
from the rental allowances of our people through the succeeding years. 

Mrs. Harpven. General Kissner, are you constructing any schools? 

General Kissner. Yes; we have a project to obtain some funds also 
out of counterpart from Public Law 480 for dependent schools adjacent 
to this housing unit so as to minimize the amount of travel for the 
children since they live there. 

It keeps them off the streets. We have leased buildings now in 
Madrid in Sevilla and Zaragoza for the dependent schools that we 
have right now. 

Mrs. Harpen. Do you have any difficulty staffing those schools? 

General Kissner. No, we do not. We had a great many volunteers. 
We have more volunteers, or teachers, at home who would like to be 
abroad. These have become civil-service positions and thus our high 
schools have qualified on a par, as far as credits for young graduates. 
The grade schools have gone very well. 

Mrs. Harpen. Thank you. 

General Kissner. Children learn Spanish in one of the courses. 

Mr. Fascert. How about furnishings and equipment that go into 
these houses? That is United States Government property, is it, or is 
that part of the deal? 

General Kissner. No, sir. We have not touched that problem, 
mainly because most of the families coming abroad are committed to 
a 3-year tour and they like to have certain items of their own with 
them. 
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Mr. Fascetu. I was thinking of things like refrigerators, stoves, 
washing machines, and hot-water heaters. 

General Kissner. We have negotiated refrigerators and heaters 
from the contractor. 

Mr. Fascetx. He furnishes all of the necessary, basic equipment as 
part of the whole transaction ? 

General Kissnrr. That is right. 

Mr. Fascetx. That is his? 

General Kissner. In this case, we have asked that he furnish the 
normal light fixtures because in other rental units in Spain the in- 
coming tenant has to provide those. 

Mr. Fascetu. If we are in this kind of a deal, what it means is that 
any private investor in order to come out on this thing would have to 


recapture his entire construction cost plus profit in 7 years or he could 
not do business ? 


General Kissner. That is right. 

Mr. Fasceti. Our rent is based on that factor? 

General Kissner. That is right. Our rent averages out at about 
$105 a month. As prices go up For him, costs of materials, his cushion 
there narrows down. Then the sponsor has a tendency to negotiate 
with us for adjustments. 


Mr. Fascetx. These are the private contractors and not govern- 
ment ? 

General Kissner. That is right. 

Mr. Micuex. That $105 rent is for what type of unit? 

General Kissner. Two bedrooms or three bedrooms. That is the 
average. The more senior officer pays $115 or $120 and we get rentals 
at $75 for senior noncommissioned officers. 

Mr. Fascetzt. Do we have built into this agreement or understand- 
ing the right to renew ? 

General Kissner. Yes, sir. 

Mr. Fascetu. The only factor that is left then is the question of 
price; is that it? 

General Kissner. Right, sir. 

Mr. Fascetit. What I am getting at is, if a man recovers the total 
cost of construction in 7 years he might decide that it would be better 
to put in nationals rather than the military ? 

General Kissnrer. That is right. We check his figures adequately 
so he does not try to amortize the whole project in our 7 years. He 
still has good housing for 14 or 20 years. 

Mr. Fascetxi. That is the point I was getting at. 

General Kissner. We ground that into it. There was considerable 
competition here. There are about 12 prominent companies with 
proposals for this housing and the board of officers selected the Royal 
Oaks Co., evaluating location, attractiveness, competence of the archi- 
tectural design for the housing, layout, and soon. American families 
are very keen to have a bit of a o— for the children compared to 
living in apartment houses. There is a strong impulse to have a 
house with a garden. 

Mr. Fascetx. I cannot stand apartments either, General. 

Are there any other questions on this phase? 

General, you wear two hats here, do you not? 
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General Kissner. Yes, sir. I am concurrently Chief of the Mili- 
tary Assistance Advisory Group and Chief of the Joint Military 
Group, which is a small staff which today continues to monitor the 
associations with the Spanish Military Forces and in such further 
negotiations as we have to have in our area policies. The bulk of the 
American military resources are in one package called the 16th Air 
Force, which is headed by General Mooney and another package called 
Naval Activities—Spain, headed by Captain Hale. They are the com- 
manders of their own resources at the bases. 

Mr. Fascetu. It would be helpful to us here while we are discussing 
this to delineate the difference between the joint mission and the 
MAAG group. 

General Kissner. Fine. 

The MAAG group corresponds precisely to MAAG’s in other coun- 
tries. In this one we have the three service sections—Army, Navy, 
and Air Force. 

Mr. Fasceti. Who are your chiefs of the respective sections ? 

General Kissnzr. My deputy is Brig. Gen. C. A. Dahlen, Army, a 
very competent officer. The other service section chiefs are Captain 
Visser of the Navy, Colonel Hoover, Army, and Col. Jack Chennault, 
Air Force. They are three mature officers with lots of experience 
and capacity to give advice on training matters. 

Mr. Fasceti. Which is one of their primary responsibilities. 

General Kissner. Which is one of their primary responsibilities. 

Mr. Fascetxi. Have all of these men been here quite sometime ? 

General Kissner. Captain Visser arrived within the past year. 

Mr. Mice. Navy? 

General Kissner. A Navy officer. 

Colonel Hoover has been here about 3 years. 

In that staff we monitor all of the matters related to the flow of 
equipment to the Spanish forces, training, cooperation with the Span- 
ish forces for sending men to our country for training in mechanics, 
electronics, pilots, and so on. 

As the Chief of the MAAG, I am a member of the country team. 
Mr. Aldrich is on the economic side and the team is chairmaned by 
the Ambassador as a representative of the Embassy. Inthe JUSMAG 
staff I report directly back to the Secretary of the Air Force rather 
than to the other major commands in Europe. My principal deputy 
there is General Donovan, who is on leave this month. Captain 
Godwin and Captain Hale are both assistants for naval matters. 

All the topics that come to us from the Chief of Naval Operations, 
CINCNELM, Captain Hale gets a voice in them as I act on them. 

Mr. Fascrtx. That is the reason for the title of “Joint”? 

General Kissner. That is right. 

Mr. Fascetz. Although it is your primary responsibility and you 
report directly to Air Force, Washington ? 

General Kissner. That is correct, sir. 

Mr. Fascetz. Although the Navy chain of command is standard ? 

General Kissner. Yes, sir; on technical matters. However, the Air 
Force is the executive agent. The Navy and the Army work with the 
Air Force to send messages to me as Joint 





Mr. Fasceitzt. Are we talking about operational matters or con- 
struction ¢ 
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General Kisswer. Construction matters, negotiation matters, area 
policies, and general discipline. of Ont 

Mr. Fascern. As distinguished from operational functions? 

General Krssnrer. Exactly. 

Mr. Fascerz. So the head of the 16th follows his normal chain of 
command ¢ 

General Kissner. That is right, sir. He is involved in communi- 
cations, electronics, logistic operations, flow of transient aircraft, 
and fuel. . 

Mr. Micnext. What kind of an Army operation do we have in Spain ? 

General Kissner. The only thing is the section in the MAAG. The 
United States Army has not specified specifi¢ facilities, requirements, 
and facilities, as Navy and United States Air Force. We came to 
Spain to get facilities for the Strategic Air Command on the Air 
Force side and for CINCNELM, 6th Fleet, Navy. Those are in the 
process of construction now so that we are along about three-fourths 
of the way through the actual construction program. 

Mr. Fasceti. That is airbase construction ¢ 
General Kissner. And related things, pipeline storage and radar 
sites. 

Mr. Micuen. So far as your MAAG side is concerned, do you clear 
through CINCEUR or what? 

General Kisswer. Yes, a good many of my recommendations go to 
CINCEUR on the way to the Defense Department. For example, 
if we recommend a certain type of truck or certain type of ammunition, 
it is of interest to CINCEUR to know the supply of that particular 
item is going to be in the European area and he may comment on it. 

Mr. Fascety. Then the delivery and programing of end items is 
under the MAAG group? 

General Kissner. The delivery and programing really is done 
in the military services at home, based on the recommendations the 
MAAG makes. The Ambassador concurs or approves our recom- 
mendations so that the State Department and the Defense 
Department 


Mr. Fasceiy. That is based on the normal agreement that the United 
States had with Spain? 
General Kissner. It is based on the law that applies to all of the 


MAAG programs and the Executive orders that govern the admin- 
istration of MA AG's. 


Ty 


Mr. Fascerz. What I was trying to get clear in my mind is whether 
or not it came out of military assistance funds, as such, in the normal 
course of the program, or whether it came as a result of the basic 
agreement between the United States and Spain. That is what I 
understand. 

General Kisswer. I think that-all of the initiative comes from the 
recommendations on the part of the executive branch to the Congress 
for the MDAP programs. 

Then the adjustments follow and money is placed, procurement is 
initiated and deliveries are handled by the services. 

Mr. Fascetn. What relationship does that have to the construction 
agreement with Spain? 

General Kissner. The executive branch has all of that in mind as 
they recommend annual increments in the program. 
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Mr. Fascetu. In other words, what you are saying is that it does 
not come up from the MAAG here? it normally functions in other 
places and the MAAG group lays it out, programs it and requests it? 

General Kissner. We do that here, too, but we do it in the form 
of a recommendation to the executive branch. They determine whether 
that is the increment for this year that will be requested in the program. 
at Fascett. Then the allcentionn is made in Washington and not 

rere 

General Kissner. That is right. 

We recommend on it, but it is done in Washington. 

We are at the point where the funds made available by Congress 
for the military-assistance program through fiscal years 1954, 1955, 
1956, and 1957 have been obligated. I think we are waiting for 1958 
funds and of the material than the obligations lead to procurement 
and we have delivered to Spain about 60 percent in value of the things 
that have been purchased with the money appropriated so far in these 
years. 

Aircraft, tanks, ammunition, and signal equipment and many things 
of that sort which go to the three services is what I mean. 

Mr. Fascett. Other MAAG groups base their recommendations on 
fling the deficiencies between what actually exists and what they 
need ¢ 

Do I understand that you are not in that position with respect to 
this MAAG here? 

General Kissner. We do essentially the same thing. We make rec- 
ommendations with respect to filling the deficiencies for certain given 
units that are in our minds and in the Spanish mind, as the principal 
ones to augment a capacity for defense. 

We are keen, as we go along here, to recommend favorably on those 
things that will further the training and effectiveness of the units that 
receive equipment. We were delighted that the men here in Spain 
work so hard to qualify and train themselves to a great extent and 
fly airplanes very well. 

Mr. Fascetzt. Elaborate on that. We are interested in it and we 
touched on that in the other countries. 

General Kissner. We make visits all the time to the Spanish units. 
They handle tanks well, fire well, and take good care of the equip- 
ment. The Navy program is quite complex and involved and in the 
yards, more than anywhere else, we are getting various ships mod- 
ernized. There are schools being improved in the Navy extensively 
by new equipment coming in and instructor personnel adapting to it 
very well. 

¥, the air a good many men have been trained in the handling of sup- 
plies and maintenance of electronics equipment. Spain has two flying 
schools at Badajoz and Zaragoza. They are just like our flying 
schools at home. The pilots in the units are training and flying very 
well. They come up to the point where they will soon start gunnery 
and rocketry. 

Mr. May. Is any of this training of forces done in the United 
States ? 

General Kissner. Not of forces but of individuals. We can give 
you the numbers of men that we have taken to schools in America, 
pilots, mechanics, maintenance men, and many men from the units 
here, to some of our own units in Europe, particularly in Germany 
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where a man can go with one of our tank outfits and in 2 or 3 weeks 
improve his capacity as a maintenance officer on tanks. 

Mr. May. That has proved very satisfactory ? 

General Kissner. Yes, sir; and they qualify very well. 

Mr. Fasceiz. Do you have a problem with respect to the use of end 
items that exist in some of the places that we visited? For example, 
on the numbers of end items actually delivered within the program 
and the reason for the time ¢ 

General Kissner. That has not happened here because the units in 
the Spanish forces needed a great deal of equipment so that every- 
thing that came along, trucks, radio equipment, and so forth, was 
immediately welcomed and used. 

Mr. Fascetz. Utilized effectively ? 

General Kissner. As a general rule; yes. 

Mr. Fasceti. You do not have any buildup of storage problems and 
things like that, with respect to end items ? 

General Kissner. Not to any great extent. We are bringing in 
spares and helping to improve the supply system so that we know 
exactly where those are. The Spanish Air Force has improved its 
own flying fields at great expense to itself. It has improved runways 
at 4 or 5 locations to modernize them. 

Mr. Fasceti. Has modernization generated any excesses under this 
program ? 

General Kissner. Excesses of equipment ? 

Mr. Fascetzi. Yes. 

General Kissner. No, sir; not yet. This program started so, much 
later than programs in other nations. It just started in 1954, so that 
we are two-thirds of the way along in it. The others have gone.to 
their peak and tapered down and have had a lot of experience., We 
are in our third year, so to speak. 

Mr. Fasceti. We would be very interested in that problem, if it 
should occur. If modernization creeps. up on you faster than you 
can utilize effectively that which you have agreed to deliver, and if 
we continue to deliver, you would have not only storage but if you 
deliver without storage in order to eliminate that problem, you would 
create another one in the generation of excesses which would be just 
as costly. 

General Kissner. We are alert to that topic. In the case of the 
Spanish forces, they can retire some of their older equipment as they 
get American equipment, long before any American-delivered equip- 
ment becomes excess, because it is aimed at a modest program. It 
is not a large program like some of the others. 

Mr. Micuet. Does the Spanish Air Force have an operational 
fighter of its own ? 

General Kissner. Yes, but not a modern series. 

Mr. Micuew. Are they utilized in training in preparation for our 
more modern aircraft ? 

General Kissner. Not very much. The Messerschmidt 109 is still 
flyable. Several of the stations still have them and the 111’s. The 
thing that is pretty much the business of our force and which we do not 
get into too much, in our front yard—which our country is provid- 
— proper use and increased training and capacity resulting from 
that. 


Mr. Montcomery. General, you mentioned a moment ago improve- 
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ment in the Spanish supply system. Are they now able to identify 
the spare parts as against spare-parts requirements ? 

General Kissner. I certainly think so. 

General Danten. That is one of constant improvement and train- 
ing. We just have completed a mobile supply team course of instruc- 
tion which came in from USAREUR in Germany for the Army and it 
proved of excellent benefit. It is just one of our missions here in aid 
and assistance. That isconstantly improving. 

Mr. Fasceti. Inventory supply control and so on ? 

General Kissner. That is right; yes, sir. The Air Force has set 
up a very good stock-record system patterned after ours and they can 
put their finger on it. The Spanish Navy has set up a stock-record 
card system and there is progress being made all the time. 

Mr. Montcomery. Is the end-use inspection operation such as would 
reveal deadlined equipment because of the lack of spare parts? 

General Danten. Yes, sir; on our visit. If we do, we ask why 
and questions like that. 

Mr. Montcomery. Have you noticed any particular problems in 
that area? 

General Danien. Not recently; no, sir. There are a few of what 
we call AOCP of some F-86’s. The spare parts for those are not in 
the country and we are getting them. 

Mr. Fascett. That is a routine supply problem ? 

General Danten. Yes, sir. 

Mr. Montcomery. What is their situation with respect to supply 
of POL for the purpose of operating equipment ? 

General Kissner. The Spanish Air Force works with its own Gov- 
ernment resources and so far has obtained all its own fuel. 

Mr. Monteomery. Is that supply of POL sufficient to provide ade- 
quate utilization of equipment ? 

General Kissner. Not quite, and we are studying the problem with 
them to see what we can do to help. It is directly related, of course, 
to supply and demand and resources for storage. I know they are on 
top of that problem. 

Mr. Montcomery. Would you be able to give the committee some 
idea as to the degree of utilization of the mechanical equipment and 
the POL required ? 

General Kissner. The degree of utilization ? 

Mr. Montcomery. Yes. 

General Kissner. I did not quite follow you. 

Mr. Fascexx. In other words, the question is if you have any prob- 
Jem with respect to the furnishing of fuel, how much equipment is 
made 

General Kissner. I see, compared to an American unit which squad- 
ron might use, let us say, 20,000 barrels a month or in a given period 
of time. 

The Spaniards are doing about half of that. If the fuel situation 
gets better they will catch up. 

Mr. Fascetx. In other words, under the arrangement that exists 
the Spanish have to furnish their own fuel for their operation and if 
it presents any problem then it would be a question of whether or not 
the United States is going to get into the thing some way ? 

General Kissner. Right. We are working on this so that on the 
stations where we have joint forces they can come to our truck- 
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fill stands, draw gasoline, and that would be reimbursable at the end 
of a certain period of time. I think we can get that authority from 
home. 

Mr. Montcomery. General, do not these matters that you have 
been discussing become important in the programing of aid? That is, 
the ability of a country to absorb, maintain, and utilize equipment. 

General Kissner. We regularly make reports of our opinions on 
those matters all through channels which is one of our jobs locally 
here. Our superiors review and act accordingly. 

Mr. Fascetn. We are not programing excessively beyond the ability 
to furnish fuel, for example ¢ 

General Kissner. No, sir: I do not feel we are. 

Mr. Fasceti. Even though we might have some end items awaiting, 
which might be idle, let us say, for awhile? 

General Kissner. For t relatively short periods of time. 

Mr. Fascexz. It is not for such a long period of time so that the 
question of obsolescence arises or anything like that ? 

General Kissner. No, sir. This program is not of the scope that 
it could not be handled proper ly by a nation of this size. 

Mr. Fascexv. It goes into the question of the effectiveness and the 
efficiency at a given point ? 

General KissNer. They are in the problem of deploying units and 
equipment, you see, to the locations that are most desirable. 

Mr. Fascett. Is the equipment earmarked in the United States 
for delivery or is it just delivered when called for? 

General Kissner. We are informed of schedules of deliveries when 
aircraft or certain equipment can come from factories. We are told 
about the port time. We can relate that with the status of training 
of people who handle it. We can influence it to be moved back some- 
what. 

Mr. Fasceiti. And availability to use it, in other words? 

General Kissner. That is right. 

Mr. Fasceti. If you cannot use it immediately you have not only 
the responsibility, but you do recommend 

General KissNer. We would if we saw it that way. There is a 
long lead time. 

Mr. Fasceti. You are not having any substantial problem then 
with delivery and accessibililty to use it ? 

General KissNer. Not at this point in this program. 

Mr. Monrcomery. General, how are the requirements of the Span- 
ish computed ? 

I presume that your programing is actually based on requirements, 
as indicated by United States tables of organization and equipment ¢ ¢ 

General Kissner. Yes; we have, in cooperation with the Spanish 
authorities, worked out the deficiencies that when met will create an 
increased capacity to defend for certain forces and within certain 
money limits. We make our recommendations on that. 

Mr. Montgomery. That is in accord with United States T/O&E 

General Danten. They are used asa guide. 

General Kissner. We do not provide a fighter squadron or Span- 
ish Division with everything in our T/O&E. 

Mr. Fascett. It is a modified requirements list ? 

General Kissner. That is right. 
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Mr. Fascett. Do you have any questions on this phase of the dis- 
cussion with respect to the MAAG? 

Tf not, let us get into the other hat now, General. 

Let us get into a discussion of the joint mission. 

Mr. Montcomery. In regard to the construction program, General, 
could you brief the committee on that phase of your responsibility ? 

General Kissnrer. I would be happy to. The best way to start, I 
believe, is to describe our philosophy at the start shortly after the 
agreements were signed. 

Our guidance was to carefully design the items authorized by the 
Congress for construction and to sign construction directives only 
when we have the funds in the Navy and the Air Force. We are also 
cautioned to avoid an undue impact on the economy. Thus, we begin 
right away planning a 3- and a 4-year scope for building the things 
we were going to build. 

Mr. Fascetx. In order to phase it in increments ? 

General Kissnrer. That is right. We knew also that our incre- 
ments of funds would come that way and thus we designed this to 
mobilize contractor’s resources so as to give contracts at about that 
rate. The agreements were signed in the fall of 1953, but our first 
funds came to us about June of 1954. Then we could put the prime 
contractor on the payroll and by that time Navy’s Bureau of Yards 
and Docks sent some officials in here engineer-trained, who formed 
the staffs. They also began to get architect-engineers into the real 
work, investigative engineering, soil tests, and those thinks we only 
estimated up to that time. 

Mr. Fascett. Is this all done with local people or are United States 
people or anybody involved ? 

eneral Kissner. No, sir; both. 

We brought in Americans, not only in the Military, Navy, and Air, 
but in the prime contractor package from three important companies 
at home; namely, Raymond Concrete Pile of New York, Brown & 
Root of Houston, and the Walsh Construction Co. of Davenport, 
Towa. 

Mr. Fascetn. Were they negotiated contracts? 

General Kissner. No, sir. Since we did not know precisely what 
we would build, or what we would be funded for over a period of time, 
an arrangement was made for a lump-sum contract. No cost-plus- 
fixed-fee contract. 

Our Navy officials can tell you more about it, but it has been a 
standard procedure. I think they try to go off that type into a lump- 
sum contract when they can. 

That is, when the end of the program is sufficiently delineated. 

Mr. Fascetu. This is provided for in the contract? 

General Kissner. Yes. 

Mr. Fascetn. You can switch the basis of payment? 

General Kissner. I believe that is all done. I just brought you 
up to the present time on the story of the construction program. 

The procedures were to do the designing work for a given line item, 
such as hangar, tank, or so forth, and approve that carefully for the 
estimated materials that we would have to have and advertise to the 
prospective bidders. Our prime contractor here in Spain then used 
as many Spanish contractors as he could, who were willing to bid. 
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Then the best qualified bidder would win the contract. It might be 
for barracks buildings or it might be something else. 

Mr. Monteomery. Subcontract ? 

General Kissner. Subcontract. 

Mr. Fasceti. Were all the prime contractors United States com- 
panies ? 

General Kissner. Yes, sir. 

We called him the prime contractor—one, singular. Those three 


companies put those men together and called them Brown, Raymond, 
and Walsh. 


Mr. Fasceti. A joint venture? 

General Kissner. Yes. 

There were four American companies who pooled together to form 
an architect-engineer combine. The history of this is that up to that 
time there were 190 Americans here, plus a thousand or so Spanish 
architects and engineers and draftsmen, and that force has shaved 
down to almost nothing. All of the architects, Americans, have gone 
home. 


Mr. Fascetu. The prime contractor hired his own local civilians, if 
he wanted ? 

General Kissner. Yes, sir. The subcontractor architect-engineers 
were hired by the prime contractor. He did that. 

Mr. Fascenn. And subcontracts were let on a bid basis? 

General Kissner. Subcontracts were let on a bid basis on lump 
sums. 

Mr. Fascett. Was there any agreement or understanding with re- 
spect to whether or not the contractors were private or Government 
contractors ? 

General Kissnmr. No, sir. We advertised to large Spanish com- 
panies who were interested in bidding. Whether they were private- 
enterprise companies or not they made bids knowing that they were 
deficient in some quantities of modern machinery. In some cases 
they bid knowing that our prime contractor would bring in certain 
materials, like diesel pickups from America, or steel for the pipeline, 
things that the Spanish contractor could not get easily. 

Mr. Fasceti, This was all part of the bid prospectus and made 
available to the man ? 

General Kissner. That is right. Thus, by September of 1954, we 
had opened our initial bids and were awarding within 45 days after 
that initial contracts. That continued then through 1955, 1956, 1957, 
and to date. 

Mr. Fascetu. Then in this construction program no distinction was 
made, or there was no necessity for distinction made with respect to 
subcontracts as to whether they were private concerns or Spanish 
Government concerns ¢ 

General Kissner. No, sir. We wanted*private concerns especially. 
During the negotiating history we indicated that that is what we would 
do. I am reminded here that one contractor—the Bazan. contractor, 
who is private enterprise—also at times is a Government contractor. 

Mr. Fascetu. This is a peculiarity that exists under Spanish law? 

General Kissner. That 1s right. He is a contractor who has been 
associated for a long time with the Spanish Navy. He has his equip- 
ment at various ports and docks. He is the most logical one to get 
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the contract because there is no other contractor who could compete 
with him if he had to bring all the machinery in. 

Mr. Fasceiz. There is no question as far as construction is con- 
cerned with respect to the no-profits agreement or understanding ? 

General Kissner. No; unless you want to comment on that, Bull. 

Mr. Fascetn. We have bilateral agreements with other countries. 
I do not know what our status here in Spain is. 

Mr. Montcomery. Offshore procurement bilaterals. 

General Kissner. I do not think that became a factor. 

Mr. Fascerz. The offshore procurement bilateral agreements do 
not affect construction ; is that right ? 

Captain Cuurcn. That is right. 

Mr. Montcomery. Would not the same general principle apply 
whether the program was OSP or not, the spirit of the provision 
should apply ¢ 

Mr. Fascetx. I do not think it would, but that is the general’s re- 
sponsibility. 

General Kissner. This subcontractor is working for the prime con- 
tractor which is within the rules we set. We require that he conform 
to the labor legislation of Spain. Our prime contractor is supervised 
by Navy Bureau of Yards and Docks. He sought private-enterprise 
contractors. He did not seek any Government contractors. 

Since it was a lump sum, 1 man who bid 34 million pesetas for 
something and another 32 million pesetas, it did not much matter 
whether it is a Government contractor or private enterprise because 
it was a lump-sum bid. The profit is there. It is his own deal. 

Mr. Fasceri. Except for the fact, General, if you had an agree- 
ment with the country that whenever any Government outfit did any 
work that they would not charge the United States any profit. It 
might make a difference even if it were a lump-sum thing. That does 
exist with respect to OSP, but it does not exist with respect to con- 
tracts. This is a question of policy that goes above your head. 

General Kissner. I do not recall any instance where a so-called 
Government contractor won out as a low bidder. 

Captain Gopwrx. At E] Ferro] Bazan, acting as a Spanish naval 
contractor, that contract was negotiated. However, we were told by 
the Spanish Navy that for any work which we would perform on 
actual Spanish naval bases, such as at El] Ferrol. that we would have 
to use Bazan. There was no question. We could not advertise. 

For instance, in the future work of El Ferrol and Cartagena, it is 
not a Spanish base and we will advertise. 

Mr. Fasceri. You get selection and that eliminates no profits by 
the Government ? 

Captain Gopwrn. In this particular case, we had to do it and the 
prime contractor went into the cost data and went into it thoroughly. 

Mr. Fascety. I am sure*it was reasonable. The only question is 
whether as a matter of overall policy it should be allowed in one case 
and not another. 

Mr. Sratxine. Tam the counsel, officer in charge of construction. 

The memorandum of understanding expressly prohibits profit. It 
provides that there shall not be profit for offshore procurement. There 
is no such provision in the base agreements involving construction. 

Mr. Fascetu. Thank you. 
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Mr. Monreomery. What is the principal difference between the El 
Ferro] contract in which Bazan was involved and the ship-moderniza- 
tion program ¢ 

General Danuen. The ship modernization is part of the MAAG 
program. 

Mr. Monteomery. Offshore procurement ? 

General Danten. A form of OSP, yes, sir. 

Mr. Montcomery. Will you tell the committee what happened 
in connection with the Bazan contract on that program ? 

General Danuen. That comes under the no-profits clause and it 
is being checked with Mr. Hoagland who has been here on several 
occasions. 

Mr. Montéomery. It is being negotiated ? 

General Danten. All of the offshore procurement, including the 
Bazan modernization, is part of that package. 

Mr. Fascenz. Mr. Hoagland, as the special representative for the 
Department of Defense, is doing that? That is his responsibility ? 

Gammel Kissner. He comes frequently to further or improve the 
degre of supervision; that helps us meet the agreed procedures. The 
Spanish Government has agreed to this, what we desire in those con- 
tracts. 

Mr. Montcomery. They have agreed to eliminate profits of Bazan 
from the ship-modernization program ? 

General Kissner. That is correct. 

Mr. Monteomery. In agreeing to that, is there in effect admission 
that Bazan is a Government instrumentality ? 

General Kissner. In the ship-modernization program I think there 
is. They are trying to show evidence, I mad from Mr. Hoagland, 
that they are going to have losses and no profits due to the increased 
labor and increased material cost. 

Mr. Fascetiy. In other words, the amount is a matter of negotia- 
tion and understanding ? 

General Kissner. That is right. We keep pressing them to reveal 
profits, if there are any. They can begin pressing us on some of 
their losses, which they can show. They claim they are going to be 
able to show that. It is an interesting sidelight. 

Mr. Montcomery. Apart from that, there is no dispute of the basic 
fact that Bazan is at least in some respects connected with or a sub- 
sidiary of INI and to that extent profits of Bazan actually accrue to 
the Spanish Government ? 

Mr. Sratiine. Mr. Montgomery, you have in mind the construc- 
tion contracts when you ask that question ? 

Mr. Monteomery. Not necessarily. All contracts. All contracts 
as a matter of basic principle. 

Mr. Sratirc. Construction contracts do provide for a profit to 
Bazan. The position of the United States Navy is that Bazan is 
part of the Spanish Government. The status of the offshore pro- 
curement modernization program, which originally contained a profit 
provision in the contract, the profits have been negotiated out of that 
contract. 

Mr. Fascety. That is very good. Congratulations. 

Mr. Montcomery. Let me ask you at this point, when was that 
negotiation completed? Before or after Mr. Hoagland entered on 
the scene? 
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Mr. Sraturne. I think it was completed some time around July of 
1956. With respect to the construction contracts, the position of the 
Office of the General Counsel is that Bazan is a corporate entity by 
American standards—a Government entity by American standards— 
but note is taken of the fact that there 1s a difference between the 
two operations. The ship modernization, under the memorandum of 
understanding, expressly prohibits profits. The country agreements 
providing for construction of the bases do not mention and do not 
prohibit profits. 

Bazan being chartered from the Spanish Government, and in its 
charter being permitted a profit, the position of the Office of the Gen- 
eral Counsel is that there is nothing in the situation that prohibits 
Bazan from realizing a profit on base construction. 

Mr. F'asceti. We wd a similar situation with respect to a problem 
in Italy. By American standards you would say it was a corporate 
entity and Government corporation, but under Italian viewpoint they 
do not think so at all, so it becomes a matter of negotiating the thing 
out. We were hopeful that we could arrive at an understanding prior 
to letting these things and exclude any such profits as costs, if that 
question is going to arise, rather than go ahead and wind up your 
construction and then be put in the position of getting in all of these 
legal interpretations. 

That was what we were interested in. 

General Kissner. Our people became alert about 2 years ago. 

Mr. Fascetx. I am not sure that the others have been as successful 
as you gentlemen have. We want to compliment you. 

Captain Gopwtn. There was another reason for El Ferrol. That 
was that the work we were going to do under our contract was more 
or less of an extension of work which was already underway and be- 
ing conducted by Bazan. He had all of his equipment on the job and 
all of his personnel. Actually, we would have been criticized severely 
if we had gone out and taken bids. 

Mr. Fascetz. As a matter of efficiency and economy, that was the 
only sensible thing to do. 

Captain Cuurcu. In view of the progress to date, and in view of 
the magnitude of the job, my own opinion is that at the moment we 
will get a sizable claim against the lump sum for changed conditions 
and things of that nature which they have not foreseen. If we feel 
that it is necessary to negotiate out any profits in the total contracts 
that is the time to do it. The present contracts are in the neighbor- 
hood of $3.5 million. 

Mr. Montcomery. I would like to ask Mr. Stalling just one fur- 
ther question with respect to the ship-modernization program. 

Would it be possible to put a dollar figure on the amount of profits 
recovered ? 

Mr. Sratirne. I could supply you that information. I would not 
want to say now. 

Mr. Montcomery. You can supply that? 

Mr. Sratirne. Yes. 

Captain Cuurcnu. I think that properly should come from the 
MAAG group rather than the OICC. 

General Danten. We can get that for you. 

Mr. Fascett. We would be interested in it, especially since it was 
successful. 
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I would like to give you fellows credit for doing it. 

General Kissner. The men with legal training are the men who 
achieve results. 

Mr. Fascei. Despite it all, you have to have lawyers, and good ones. 

General Kissnrr. Yes, indeed. 

If you wish, Mr. Chairman, I will finish this. 

Mr. Fasceiu. Go right ahead. 

General Kissner. The funds which came along—Navy and Air— 
through the fiscal years, have to date totaled $296 million. We will 
call it $300 million. We have all of that obligated and all of the 
line items represented in that money have been designed and have 
been contracted for. We have spent almost $200 million, Navy and 
Air pooled together, over these 3 years so far. Of that sum of money 
spent, almost $200 million is the direct index of about how much you 
have accomplished. We have that much done. 

Mr. Fascetn. Except for any increased costs that might have come 
into the program ? 

General KissNer. Yes, sir. We have been having increased costs in 
the program. 

Mr. F'ascety. To what extent, can you tell us? 

General Kissner. In homespun terms, we might have had a dollar’s 
worth of airbase in Alabama back in 1952 and 1953 as we computed 
it then, but we are getting a dollar’s worth of airbase for about $1.20, 
which includes increases in costs, cement, steel, pumps, and engines. 

Mr. Fascetu. So you have about a 20-percent problem that you have 
to meet ? 

General Kissner. Yes, sir. It develops from the experience that 
the Bureau of Yards and Docks have had. I have not checked the 
Army Corps of Engineers’ figure, but they predicted it about that 
way for certain areas. 

Mr. Fascein. The engineers have been able to do that in the States? 

Captain Gopwrn. One of the main reasons for the increase is two 
increases in labor costs. When the program was originally conceived 
it was anticipated that we would be able to use 40 to 50 percent local 
materials. At the time the program started this came about and, as 
a consequence, I believe that the Spanish materials that we are using 
represent between 4 and 7 percent. Is that correct? 

Captain Cuurcn. Those we are buying directly in Spain. 

General Kissner. I would like to add a point there. We have esti- 
mated that we would find lots of cement and things available to us. 
As we began going into 1953-54 and 1955, the Spaniards began to 
need their own cement. Their building increased about the same 
time. We brought in through our prime contractor a lot of cement 
from Marseille, Belgium, and Germany. That increased our overhead. 

Mr. Fascetn. This additional cost requirement has been reflected in 
the request made to the Defense Department and the Congress? 

General Kissner. That is right. 

Mr. Fascety. It is already reflected in « appropriations requests and 
whatnot; is it not? 

General Kissner. We go in for overruns and either get authorized a 
little bit more money or we change the criteria to build the warehouse 
a little smaller. 

Mr. Fascetx. Youtry to juggle the program ? 
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General Kissner. Yes, sir. At this point, having first gotten some 
funds in June of 1954, and the 4-year mark being June of 1958—we 
are past the three-quarters mark—and with $200 million expended 
from $300 million in the bank, the 1958 funds and the overrun into 
1959 would give us about $50 million more. We are in the home 
stretch of the program. 

Mr. Fascreti. You need about $60 million additional overall ? 

General Kissner. Yes, sir. I do not know if it would be that 
much. 

Mr. Fascety. That. would not extend to your construction phase ? 
It just means that you have to telescope more money into the years in 
which you program this thing out ; does it not ? 

General Kissner. It does extend it. You cannot sign your con- 
struction directives until you have the funds. 

Mr. Fasceti. Would that extend it another year ? 

General Kissner. We are really going on into the fifth-year con- 
struction because we did not get the final increment of funds in 
1958. It was really reduced and now we are going into 1959. It does 
not hurt the project too much, but it means that we have to change 
our mobilization and construction forces. 

Captain Gopwin. One of the reasons for the extension is acquisi- 
tion of land in El Ferrol, and Cartegena. The Spaniards only 
recently turned over the property to us. 

Mr. Fasceit. We have run into that in other cases where we have 
to get construction. There is a very great reluctance in some cases 
to make the land available and the intricacies of local law make it 
difficult. [imagine it is no different here in Spain. 

General Kissner. The same legal procedure of eminent domain is 
applied. 

Mr. Micue.. Barring unforeseen developments, our construction 
program should be completed when ? 

General Kissner. We say in June of 1958 we will have completed 
all of the essential things. In other words, we have completed $300 
million worth of things in a $350 million program. We have opera- 
tional use to the right extent, having spent $200 million at the three- 
quarter point, and we have a capacity to operate now with about a 
third as many airplanes as we would like to operate. We are still 
using temporary utilities. We have some communications and pave- 
ments and fuel, but we have the barracks and other things coming 
in the next 9 or 10 months. 

Mr. Fasceti. What kind of understanding do we have with respect 
to termination date on the use of facilities ¢ 

General Kissner. In the principal agreements, 20 years is consid- 
ered the duration and it is spelled out as a 10-year arrangement with 
the two governments agreeing on two 5-year extensions. 

Mr. Fascetu. That is on a lease basis / 

General Kissner. Not a lease. 

Mr. Fasceti. Original agreement ? 

General Kissner. Original agreement. The land is furnished by 
the Government of Spain, the rights to us to use the facilities. That 
is authorized by the Government of Spain. 

Mr. Fasceti. At the end of 20 years it becomes Spanish property ; 
is that the idea? 
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General Kissner. We have an arrangement whereby the two gov- 
ernments will agree with respect to residual values, but the agreed 
residual value you cannot begin to estimate. 

Mr. Fascetit. You cannot do that until the survey at the time of 
termination, but at least it is in the agreement. 

Mr. Montcomery. Is there any provision concerning residual 
abilities ¢ 

General Kissner. No, sir; the two governments agreed to handle 
maintenance costs of the facilities jointly used. 

Mr. Montcomery. Would the United States have the responsibility 
for removing a concrete runway and restoring the land to agricultural 
use / 

General Kissner. No; we have a meeting of the minds on that. 

Mr. Fascety. There is no question of restoration. It is a question 
of meeting of the minds on residual facilities existing at termination 
time ¢ 

General Kissner. Yes. 

Mr. Fascetzi. That is very good. Thatis wonderful. 

General Kissner. The Spanish Government is interested in an 
option on things movable that they wish to buy. 

Mr. Fascetx. Did the military negotiate this? 

General Kissner. The State Department had military technical 
assistance. 

Mr. Fascery. General, all I can add is that there are some places 
where they can use that kind of technical assistance. I do not mean 
to be critical on that, but it is just a matter of giving credit where 
credit is due. 

Captain Gopwry. This is the finest agreement of any place in 
Europe. 

Mr. Fascety. I agree with you, Captain. That is exactly what I 
wanted tosay. Itis certainly very encouraging, General, and I compli- 
ment you. 

Mr. Monrcomery. I think it would be of interest to the committee 
if you could outline some of the considerations or factors that went 
into the selection of sites for the bases. 

Mr. Fascett. How many bases do we have in Spain? You named 
three sites. 

General Kissner. If I might just sketch them here. 

We mentioned El] Ferrol in the northwest corner of Spain and 
Cartegena in the southeast corner, on the shore, and the naval facili- 
ties at Rota. I think the Straits of Gibraltar are on this side [in- 
dicating|. Those are the three principal locations, United States 
Navy building facilities. 

The pipeline runs from this location at Rota up toward the north- 
east to Zaragoza and puts out to sea here [ indicating]. 

Mr. Fascetu. That is for delivery of United States POL? 

General Kissner. That is right, sir. The Pyrenees are 100 miles 
beyond. Torrejon is here in the vicinity of Madrid, 12 miles outside. 

San Pablo is about 40 or 50 miles north of Rota, near the city of 
Seville. 

Mr. Fasceiz. One of your considerations was that pipeline ? 

General Kissner. Yes, sir. 
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Mr. Fascett. You service all 3 airfields with 1 pipeline ? 
General Kissner. Yes, sir. 
he Fascett. That would be a major factor in site selection, I would 
think. 

General Kissner. Right. Along the pipeline we have storage-tank 
farms with the tanks built underground and six pumping stations 
along there. 

To answer your question, the initial recommendations with respect 
to location of facilities useful to the United States authorities and 
thus meriting negotiation consideration, this took place in 1951. Later, 
in 1952, when our Government announced that the negotiations would 
begin, the military team was given the benefit of the recommendations 
of the previous military officers, and then during the years 1952 and 
1953 we had plenty of opportunities to look and evaluate. We did 
not have technical men here really. As soon as the agreements were 
signed, we then brought architect-engineer men in and consulted all of 
the contemporaries we knew who had experience, plus the men who 
came during those days from the Secretary of the Air Force on down. 
In selecting locations we were desirous of minimizing the amount of 
land Spain would have to buy. In addition, there is only one-half of 
its area which is arable. 

Mr. Fasceiu. We have the same consideration in England. 

General Kissner. There are not too many areas where airfields fit 
in, so our philosophy was to go onto Spanish bases where land was 
already owned and only additional parcels would have to be bought 
by the Spanish authorities. That helped our problem by the fact that 
we were already then on roads and rails. Thus, Moron and Zaragoza 
meant a minimum of earth moving and grading because someone else 
had selected a field there before. 

Mr. Fascety. All you had to do was evaluate from the current stand- 
point your own operational necessities ? 

General Kissner. Our facilities; yes. We used livability as a cri- 
terion. We bore in mind the livability factor. Wecame out with three 
locations where the land question would be all right and people would 
be fairly close to communities and could get recreational things, such 
as swimming pools and things like that. We could built them. 

In the case of Moron, we are 30 miles away from Seville and only 2 or 
3 small towns nearby. We face there the unhappy problem of our 
people motoring 30 miles two ways, to and from work. The housing is 
over at Seville. Then, logistics and accessibility was a factor. e 
wanted to be able to get our supplies in. Working that way then with 
the Spanish authorities we made the recommendations to our superiors 
to approve these locations. The Defense Department and the services 
and our major commands themselves had a hand in many, many staff 
officer visits made to these locations. Throughout the period of time 
since the agreements were signed up to 1954, we consulted everybody 
we could. We had many, many discussions on water and we deter- 
mined we would not build until we found water. We had weekly 
management conferences and I personally brought it up many, many 
times to make the engineers, and particularly the civilian engineers 

who came here and had experience, make test wells. We tried test 
wells every place. 
Mr. Fascett. Do you havea water problem now on these bases ? 
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General Kissner. We have no water problem but we have less than 
the ideal at home. 

Mr. Fascetn. I thought you were going to say you did not have any 
water. You scared me for a minute. 

General Kissner. The big base at home needs about 3 million gal- 
lons a day. If we get a million and a half gallons a day, in a country 
that is short of water, we can make the grade. When we did not find 
enough water in the wells at Torrejon, we went to the Spanish authori- 
ties and the Ministry of Public Works and got permission to dig. We 
found a solution in San Pablo and Zaragoza where the Government 
authorized us to take water out of the Imperial Canal. 

Mr. Fascetu. In other words, they are trying to cooperate in every 
way possible, even though it is less than ideal, as you say, and in some 
cases, 50 percent of what you would like to have? 

General Kissner. Yes, sir. In the years of severe drought, every- 
one is really short of water. We have all lived here in the years when 
the dams do not quite fill up and there is some curtailment of elec- 
tricity. 

Mr. Fascetn. We have some problems like that in the States with 
respect to water. That was a problem you decided to live with and 
in view of the necessity of the site that you wanted; is that the idea? 

General Kissner. Yes. 

In the negotiating days, we talked in terms of joint bases. The 
Spanish authorities want to have things on the same facility and Rota 
was an exception. There we started from scratch because the strategic 
requirements called for the base to be right on the water, next to the 
waterfront activities. Then we coordinated with the Spanish authori- 
ties on everything from water to power sources and the precise out- 
lines of the master plans. We adopted many a Spanish suggestion to 
move the ramp this way or that way. 

We conformed to all of the suggestions that we could. 

Mr. Fascetxu. I think one thing ought to be said about this water 
problem and that is, had you been at another site, you might have had 
the same problem. I think that is very important to get squared away 
in our discussion. 

General Kissner. That is right, or a worse problem. 

Mr. Fascetxi. That is true. In other words, your survey of the coun- 
try would lead you to that logical conclusion ; is that correct ? 

General Kissner. Yes. 

Mr. Fascetx. It would not make any difference where you have these 
airbases in Spain, you have a certain amount of trouble to get the ideal 
amount of water ? 

General Kissner. That is a problem in Galicia and Asturias. 

Mr. Fascett. Then you have a lot of other problems to deal with, 
such as logistics, livability, weather ? 

General KissNer. And costs. We received help from the Spanish 
authorities on access roads. 

Captain Cuurcu. May I make a statement there ? 

We are building actually in 21 different locations in Spain. We 
found a water problem at each of them, sir. 

Mr. Fasceii. How about the problem dealing with existing facili- 
ties that you were going to go into? 

General Kissner. An example of that is at Zaragoza and there the 
Spanish authorities furnished the runway and had a package for 
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civilian aviation at the eastern end and military at the western end. 
They agreed with our suggestion that we call it one base, Zaragoza, in- 
stead of the former twonames. We built the other runway. We have 
staggered parallel runways there and we would strengthen the existing 
runway. ‘There was some existing buildings there which the Spanish 
air force had built for a depot. They have loaned us half of those 
buildings for the time of the agreements. 

Mr. Fascern. Was there any unusual construction problem or fi- 
nancial problem with respect to the use of existing runways ! 

General Kissnrr. No, sir; we beefed it up. 

Mr. Fasceti. You were able to fit it right in ¢ 

General Kissnrr. Yes. We have the use of an additional runway 
for just the cost of the overlay. 

Mr. Micuet. Is the situation the same here in Spain as it apparently 
was in England with the bulk of the funds used for runways or con- 
crete ? 

General Kissner. Of our construction funds ? 

Mr. Micuen. Yes. 

General Kissnrr. In a program that involves as many as five bases, 
your first $100 million go into the long lead things and they are the 
pavements, heavy-duty pavements and hard stands. The first money 
goes into that. 

: a Micnet. That is a good round figure for an airbase, $100 mil- 
ion ¢ 

General Kissnrr. The first 25 percent of $100 million is going to 
go into pavements. 

Mr. Fasceri. Are you having any problem due to runway settle- 
ment ? 

General Kissner. We had extensive tests. On one, we used the 
Corps of Engineers team from Vicksburg to come over and make tests 
but Mr. Hockensmith could probably add to that. 

The prime contractors had soil tests made. They went into that and 
some small temporary laboratories were set up by the officer in charge 
of construction. I remember asking questions about the soil myself 
at Torrejon where we were building runways. 

Mr. Fascetn. What is the prime contractor’s responsibility in a 
case like that? I am not familiar with that. How long does the 
responsibility last ? 

Captain Cuurcn. As long asas he isa fixed-fee contractor. 

Mr. Fascety. He delivers to you a completed job, and that is it? 

Captain Cuurcn. That is right. Some contractors have certain 
responsibilities that extend past the completion of the contract. 

Mr. Fascety. Is there any such problem currently ? 

General Kissner. No, sir. Soil problems came out all right. Mo- 
ron was a sticky one for a while. 

Mr. Micner. You mentioned 21 construction sites. How do those 
break down as between Navy, Air, and Logistical Support? 

Captain Cuurcn. When I said construction sites, I covered all those 
in Spain. Five of them are in connection with pumping and storage 
bases on the pipeline; then there are the 3 major naval bases that the 
general mentioned and the 3 major air stations which he also has been 
discussing. The rest are radar sites. 

General Kissner. Radar sites and POL storage. We have had peo- 
ple in the construction force stationed in a lot of places; for example, 
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at the ports to husband the material that came in from Cadiz to Torre- 
jon. 

Mr. Fascrix. As a result of using existing facilities, do you have 
any flight pattern problems? ; 

General Kissner. Yes. The ene one, of course, is at Torre- 
jon. We knew that from the start and consulted with everyone on it 


as to possible noise and possible traffic problems. They were the two 
disadvantages. 
Mr. Fascetu. It cannot be any worse than in Washington, D. C. 
General Kissner. These were two disadvantageous things. Against 
those we had to measure livability and the Spanish problem of land 
Tight of th and the Spanish desire that we be on the base and in the 


t of the recommendations of experts on Torrejon and the selection 

of Torrejon by the operating command. The noise problem we have. 
The experts admitted though that we have to live with it. 

I informed the Spanish Government about it and they consider it 

art of the march of progress. One man said something about it 
baie like the elevated trains we had in New York City at one time. 
We talked to a man on traffic patterns about it at one time but the 
majority agreed that we can solve the problem. There are other pos- 
sibilities related to these factors and the CAA itself came into our eco- 
nomic aid program and had funds in it—almost a million dollars— 
and brought experts in for the precise purpose of improving the air- 
traffic-control methods and standards in Spain. 

Mr. Fasceti. You mean overall civilian and military ? 

General Kissner. And equipment. That gave us a great boost. 
That will all be modernized. 

Second, we analyzed the volume of traffic and there is almost none 
at night. The dozen international lines operating in have peak loads 
only in the summertime. They all taper down in volume of pas- 
sengers in the wintertime. 

We considered all military flying and all peacetime days so flexible 
that we could always give way to ‘the civil air. We can avoid peak 
hours. The Spanish authorities told me that they would move the 
radio beacon, which is now south of Barajas to the north. The staffs 
have for 2 years worked out patterns that are workable patterns. The 
Spanish military is reviewing those this week. 

Mr. Fascetx. This is at Torrejon ? 

General Kissner. Yes. 

Mr. Fascetit. Which brought about the discussion about the rela- 
tionship of the runways; is that it ? 

General Kissner. The proximity of 2 fields 5 miles apart. 

Mr. Montrcomery. And the runways are perpendicular to each 
other ? 

General Kissner. Not perpendicular to each other. The direction 
of the runway—call this Madrid—the direction of the runway at 
Getafe, an old Spanish field built here long before we invented the 
autogyro, and then we come down northeast and southwest to Torrejon 
and Barajas where here we find the only two parallel runways de- 
signed for the traffic for which they were built, northeast and south- 
west [ indicating]. 

The latest one they built at Barajas just before we negotiated and it 
did turn out to be a runway on the 330 heading. 
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Mr. Fascetxi. You are talking about a Spanish base now ? 

General Kissnrr. Yes. 

Mr. Fascety. That was built subsequent to the time you had already 
gotten your site ? 

General Kissner. No; that was in. That became the preferred 
runway for the civil air pilots, This northeast-southwest runway, I 
mean. By virtue of the wind rise experienced here in the last 15 
years, almost all of your winds are northeast-southwest. The Spanish 
built a civil airport with northeast-southwest parallel runways. 

Since civil air pilots prefer the newer runway to the other, they are 
contending that this is directly across the runway we built. Granted 
they have been built close together, but we are providing remote radar- 
scope equipment in Paracuelas, which is the civil aviation control 
point for the whole 80-mile radius. We on the military side will 
conform to all of the civil air traffic rules. 

Mr. Fascerz. Without affecting your efficiency or operation in 
peacetime ¢ 

General Kissner. We do affect our efficiency in peacetime and we 
accept it. 

Now the problem is for us all to work together and put these aids in 
here and work on it. 

Mr. Fasceti. Did this discussion arise as a result of a subsequent 
review or change of position by CAA ¢ 

General Kissner. It arises due to more recent conversations from 
the civil air pilots who always like to blame the military for coming 
too close. 

Mr. Fascetx. This is a matter that you feel will be arranged satis- 
factorily between the United States and the Spanish Government? 

General Kissner. Yes, sir. 

Mr. Fascetnu. As far as flight operations off the Torrejon Airbase 
as the might relate to the other base. 

General Kissner. Barajas. 

Mr. Monteomery. What would be the situation in instrument fly- 
ing weather—similar to what you have described ? 

General Kissner. In instrument flying weather we have to have 
both fields controlled by Paracuelas. We have about 12 bad days a 
year. I have been here 5 years and in the 15 years of weather data 
here, 40 percent of the time has been calm. Forty percent of the fly- 
ing hours are calm with almost no winds. 

In instrument weather the airline fellows use the runways parallel 
to the other runways. We do not have any crossing but the airline 
fellows prefer to use this one in instrument weather [indicating]. 
That is, when you have no wind, 

Mr. Monteomery. That will actually reduce the 2 airports to 1 run- 
way in instrument flying for all practical purposes. 

General Kissner. I would not say that. I do not think that the 
2 fields at El Paso, Tex., only 3 miles apart are only 1 airfield. 

Mr. Fascetx. It means that you have to stack your traffic? 

General Kissner. Right. We are going to put 4 or 5 men into 
Paracuelas. The air traffic fellows of Spain have improved 100 
percent each year and CAA is helping them to meet the situation. 
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Mr. Fascetn. You are satisfied that it is a thing you can work out? 

General Kissner. Yes. 

Mr. Fascett. That the United States investment in the Torrejon 
base is perfectly safe? 

General Kissner. Yes, sir; for the reason that we built it. We need 
it in an emergency when there is not time to build a base. 

Mr. May. Why do the civil pilots use the other runway, because it 
is longer and better? 

General Kissner. It is smoother and longer by a thousand feet. 

Mr. May. Normally, if you say the winds are in that one direction 
on an average base, it would reduce the length of runways for the rest 
of the aircraft? 

General Kissner. Mild crosswinds are no problem. The approaches 
are better on this one because there is a bluff on the east. 

Mr. Fascetx. You are talking about civilian air pilots? You are 
om about pilots for all types of airlines, and not Spanish pilots 
onl 

General Kissner. I do not do it critically. 

Mr. Fascetx. I want to be sure that we understand you. You are 
not talking about private aircraft flying, predominantly Spanish, but 
commercial aircraft as distinguished from military ? 

General Kissner. Yes. We have conceded all in favor of civil avia- 
tion. We can work it out. 

Mr. Montcomery. You mentioned the noise factor a minute ago, 
General. Is that in connection with the proximity of this Torrejon 
base to the village of Torrejon? 

General Kissner. Yes, sir. Wenever worried about a noise problem 
from Madrid, because it was 12 miles out there. That is the topic that 
I just said I took up with the Spanish authorities. We said it is part 
of the march of progress. The little town is going to have to learn 
to adapt itself, just as the people of New York City did for the elevated 
trains as this man said. We know the major of Torrejon well. We 
have asked him to try to prevent the government of the town moving 
in that direction and he has tried. However, some new apartment 
houses have been built just the same. The severe noise is on the takeoff. 
If we can make takeoffs without noise and if the military aviation will 
accept a downwind takeoff of not more than 5 or 10 miles an hour to 
go out north 

Mr. Monteomery. Do you think it is so serious that it might create 
bad public relations or cause claims against the United States for 
damages ? 

General Kissner. We had the problem in many areas in America. 
It isa problem and we have to go out and work with people and explain 
why we are doing it. 

Mr. Fascett. It is a public-relations problem? 

General Kissner. Exactly; convince them that we will do every- 
thing that we can to minimize it. We will get claims, but we find 
people sometimes build new poultry farms at the end of runways. 

Mr. Fasceti. They are lable to build a house at the end of the 
runway if you let them get close enough ? 

General Kissner. Yes, we have worked with them on easements so 
that they do not do that ¢ 

Mr. Fascett. How much of an easement do you have at Torrejon? 
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General Kissnrr. The director of Spanish airports has been working 
on that. He said he has put out enough instructions so that no one 
will surprise us with a house on one of the easements. It is best not 
to have anybody build a house within a mile of the end of the runway. 
Then you do not have an obstacle. 

Mr. Fascerxi. You have unilateral instructions on the things, as far 
as the Spanish Government is concerned in trying to cooperate? 

General Kissner. Yes, sir. We have asked that the Spanish Gov- 
| ernment watch that problem and they will handle it. 

Mr. Fascety. This is a local zoning proposition ? 

General Kissner. Yes, sir. 

| Mr. Fascetu. Is that handled on a Federal level, State, county or 
| what ? 

| General Kissner. It is done by the provinces on the authority of the 
Federal Government. 

Captain Gopwry. They already forced 1 builder to take 1 or 2 
floors off an apartment building in Torrejon. 

/ Mr. Fasceii. Asa matter of zoning in order to accommodate ? 

Captain Gopwin. Believe me, it was stopped right off. 

Mr. Fasceti. That is excellent cooperation. 

General Kissner. The Spanish air force is on the same base with its 
jets and the civil aviation in 2 years will have jets, too. We are all in 





| the same basket trying to get by and explain the noise problem, until : 
| such time as we get engines that do not make that racket on the 
takeoff. 


Mr. Fascetu. I am afraid that will be a long time. 

General Kissner. We worked out the decibels of noise. 

Mr. May. I might say that in East Hartford, Conn., they are work- 
ing hard on it. 

There is one other question I have on this runway business. Why 
was it not possible to extend the length of the other runway, as men- 
tioned before, rather than having the civil pilots make use of the 
better and longer runway ? 

General Katser. It would call for a lot of earth moving. 

Mr. May. That is impossible? 

General Kissner. The Spanish authorities did not want to under- 
take that expense. We did not move our runway north at Torrejon 
because there is high ground within 100-to-1 glide limits. Even at 
Moron. the ideal location for our runways, we could not have. It would 
have gone over a town in one sense and a hill in another. 

Mr. Fascett. We knew the problem was there. We needed and 
wanted the site and we decided to live with the problem and work 
it out? 

} General Kissner. That is right, within the objective of getting 
military installations ready for an emergency. 

Mr. Fascety. All other factors that went into this thing eliminated 
other site considerations? That is, liveability, logistics, rail, and 
so on? 

General Kissner. The two disadvantageous factors were matched by 
5 or 6 advantageous factors. Then there were savings in earth mov- 
ing, proximity to roads, and rails, for logistics, welfare of our people 
by pene able to get to a town with only 12 miles of driving instead of 
30 miles. 
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Mr. Monteomery. Before we leave Torrejon, did you have any 
construction problems there that resulted in excess costs? 

I am directing attention particularly to the construction of the 
runway of asphalt versus concrete. 

General Kissner. I remember the topic quite well. In all of those 
cases we seek guidance from our authorities in Washington. We 
were then instructed quite specifically what to propose as we asked 
for bids. Bidders bid both ways. 

Mr. Fascetx. On an elective basis? 

sen al Kissner. On an elective basis. 

Captain Cuurcn. Alternative basis. 

Mr. Fascetu. In other words, you had them submit bids both ways ? 

General Kissner. Yes, sir. 

Mr. Micuet. We are doing the same thing in the States. 

General Kissner. We reported back to the States to our authorities 
and we got instructions on what to do. 

Mr. Fascetn. What kind of runway do we have? 

General Kissner. We have asphalt runways all the way through 
the program, but with concrete end paths, thousand-foot paths on 
which jets stand, while they are cooking. 

If you have any fuel drippage there, you do not eat up the runway 
because the tailpipe blast would not eat up concrete. By the time 
the jet is moving the blast has passed and he does not eat out the 
asphalt behind him. 

Mr. Fascetx. I do not know what you did, but I would recommend 
that you recommend concrete all the way. 

General Kissnrr. Most of us are for concrete runways all the way. 

Still, if you have concrete runways, you have a lot of sweeping 
todo. If pebbles are sucked into the jet, that can cause trouble. No 
one is so wise that he knews better than the other guy, but am I 
correct, that we followed precisely the instructions from home and that 
there were differences within a few percent? 

Captain Cuurcn. There were some factors that were involved. 
The low bidder on the contract came in within the 2-percent limitation 
for concrete as opposed to asphalt. There was an attempt to go to 
concrete construction, but in doing so, we had to look into the fact 
that we had to overlay part of the Spanish runway that was already 
there. We would have had to do that with asphalt anyway or tear 
it completely out and that would have cost us a considerbale amount 
of money. Even with that, we had hoped to go to concrete but 
when we went back to the low bidder, he said, “I made a serious 
mistake.” Brown, Raymond & Walsh felt they had done so and all we 
would have to do to force the issue would be to put the contractor into 
bankruptcy and bail him out. 

Captain Gopwtn. He wanted $400,000 more. 

Mr. Monrcomery. The runways as they now stand are sufficient to 
meet the criteria for new type aircraft? 

General Kissner. Yes. Our criteria was for heavy duty pavement. 
The construction and design is up to those specific cases. We can use 
- of the heavy airplanes we have now on the parking aprons, par- 

ticularly. They are no trouble at all. 

General Danven. Mr. Chairman, I have the answer to the ship- 
modernization question asked by Mr. Montgomery. 
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The total ship-modernization program is approximately $42 mil- 
| lion of which $12 million is government-furnished equipment, which 
| leaves about $30 million to go to Bazan. In July of 1956 they nego- 
| tiated the profits out and at that time the estimated savings were 
| $1.1 million. 

| Does that satisfy you ? 

/ Mr. Monteomery. Thank you very much; yes, sir. 

| Mr. Fascetn. Very good. 

Mr. Monteomery. You mentioned some construction problems in 
Moron. Would you outline those for us? 

| General Kissner. The soil for the runway. 

Can you help me on this? 

As I recall, Mr. Kahn was telling me that a lot of it had to be 
pulled out and was subsoil. 

Mr. Micuex. Earlier, you were talking about engineers from Vicks- 
burg. Is that Mississipp1 ! 

General Kassner. Yes, sir. They have a team that can go around 
and they can come and take borings of an existing runway and give 
you an analysis sometime later of it. 

Mr. Monteomery. That leads to my next question. Was it not pos- 
sible to predetermine these difficulties by preliminary tests? 

General Kissner. Preliminary tests were made. The architect- 
engineers in designing a runway go out and make quite a few tests 
even before the construction men. 

Mr. Fascety. It would lead to additional costs, or was this a factor 
known and included in costs at the time? That would seem to me to 
be the point. 

General Kissner. I think it led into cost in time. 

Mr. HocxensmirH. The soil conditions there are determined at the 
time of the Air Force design. 

Mr. Fascetu. That is what I was getting at. 

General Kissner. It becomes an additional cost when the contrac- 
tor in a lump sum loses all of his profits and keeps pestering you for 
aclaim. Ifthe adjustment of the claim is logical 

Mr. Fascetz. That depends on how far he had an understanding 
of what the soil tests showed at the time he entered into construc- 
tion, and then it becomes a problem of who is going to pay for it? 

General Kissner. That is right, too. 

Mr. Fascett. That has happened in this case? 

Mr. Hockxensmiru. He was paid at his unit prices for excavation 
for taking out the additional material. It took a little longer to take 
this out, this approximately 6 inches of additional material were part 
of the length of the runway. 

Mr. Fasceii. Was that extra, or was that included ? 

Mr. Hockensmirn. It actually costs us more because of the addi- 
tional unit taken out. 

Captain Gopwry. He had bid on a unit price for that work and 
there were more units than bid on. 

Mr. Fascetz. This did not show up in the testing ? 

Mr. Hocxensmiru. I do not recall whether that threw him over 
the 10 percent that allowed him to vary in the number of units. 

Mr. Fascetxz. In other words, you have it in the contract ? 

Mr. Hocxensmitn. The units are allowed to vary up or down 10 
percent. 
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Mr. Fascetu. If you got more units which actually resulted over 
and above what you estimated in the tests, then it becomes a matter 
of negotiating with the contractor ¢ 

General Kissner. We are obligated to pay him something more. 

Mr. Fascet. Is that all settled ? 

Mr. Hockensmirnu. Yes, sir. 

Mr. Fascetit. What was the additional amount for getting in there 
and finding out ? 

General Kissner. I do not know, but we could supply it. 

Mr. Fasceit. We would like to have that. 

(The material requested follows :) 

20/VCB: dr 
Li-1 
20 September 1957 
MEMORANDUM TO THE RECORD 
Subject: Approximate cost of excavation of palmetto roots at runway, Moron Air 
Force Base. 

1. Amendment No. 8 to subcontract MOR-3, issued September 19, 1955, re- 
vised grading plans for the Moron runway. In essence, the entire runway was 
dropped 6 inches because of the large amount of stripping of unusable material. 

2. The change in quantities of excavation and fill caused by amendment No. 
8, grading changes, was incorporated into MOR-3 subcontract by change order 
“M,” dated July 27, 1956. Asa result, bid item B-2, “excavation,” was increased 
182,937 cubie meters and bid item B-3, “earth fill,” was decreased 31,820 cubic 
meters; net increase was 3,812,239 pesetas, or $88,656 (conversion rate equals 
43:1). 

3. It is believed that the above sum represents as closely as can be determined 
the added cost to Moron Air Base of the palmetto roots in the runway section. 

Vieco C. BERTELSEN, 
Captain, CEC, USN. 


DEPARTMENT OF THE NAVY, 
OFFICER IN CHARGE OF CONSTRUCTION, 
BUREAU OF YARDS AND Docks CONTRACTS, 
Madrid, Spain., September 20, 1957. 
Hon. DANTE B. FASCELL, 


Chairman, House Subcommittee on Government Operations, 
Castellano Hilton, Madrid, Spain. 


My Dear Mr. Fasceti: Attached hereto is a memo to the record covering 
cost data for Moron Air Force Base. This is furnished in compliance with 
your request made at the hearings held yesterday, September 19. 

Very truly yours, 
W.C. G. CHURCH, 
Captain, CEC, USN. 

Mr. Monrcomery. Let us get to the San Pablo phase. There were 
some problems involved there in reducing the capacity of the base 
from its originally planned use as an AMC depot? 

Mr. Fascetn. You are talking about the iia system ? 

General Kissner. That came about on instructions and guidance 
from our authorities in Washington as they make annual evalua- 
tions as to what we can do, and also to save money. If the initial, 
larger requirement evaluated in 1952 can be something less in 1954, 
we want to go to something less. 

Mr. Fasceti. You want to effect a saving, if you can ¢ 

General Kissner. We are able to foresee how some of the other 
depots are shrinking down. We came away from the earlier pro- 
graming of a larger depot to an intransit depot. Since we are only 
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240 miles by air from Nouasseur an intransit depot would have a 
few days supply and would get resupplied from the other depot. 

Then we came in time for a program in San Pablo that runs about 
$9 million all told and that gives us the nucleus for expansion into 
a supply point that may be required under certain conditions of 
emergencies. 

Mr. Monteomery. That is the present contract ? 

General Kissnrer. The present contract. At the present time, no 
change is made in the concept of San Pablo as the point to have an 
area hospital. The Navy’s hospital was not planned as a very 
large one. That took in other commands and as far as the location 
of the monitoring of the pipeline, we have a pipeline squadron of 

Mr. Fascetu. This is their working base, pipeline squadron ? 

General Kissner. Yes, sir. They send detachments out to the 
pumping stations and do all the inspection and rehabilitation on the 
pipeline. Those are the uses of San Pablo. 

Mr. Monteomery. The point is that after the concept of this base 
was changed or reduced, would it have been possible to abandon that 
base and put these other support facilities at another nearby base ? | 

General Kissner. No; these would have been parasite functions to 
the other base which already had plenty. Moron is a bomber base. 

Mr. Fascett. You did not want to give it support functions? 

General Kissner. The support functions, if given to Moron, could 
not have been expanded. 

Mr. Fasceti. You mean from a land standpoint? 

General Kissnrer. From the building standpoint. We had de- 
signed the utilities and they are still so designed, for the larger bases 
at San Pablo, but so long as we decided to build a smaller lean-to 
onto our house for the time being, we adjusted the utilities and moved | 
a few buildings so that we do not now activate the whole utility pack- | 
age but can expand it in the future. 

Mr. Montcomery. In addition, there was a commitment for the 
land, and there would have been some difficulty in turning it back | 
to the Spanish. 

General Kissner. Yes; we got that site. We also have another | 
factor to consider, when that has to be activated as a major supply | 
point there is a labor source at Seville, 5 miles away, and there would 
be no labor source at Moron without a fantastic expense taken on by | 
the employer. 

Mr. Fascrett. That was one of the major factors in keeping that | 
a support site ? | 

General Kissner. Right. We first selected a support site south | 
of Seville. We could stay at Seville. | 

Mr. Fascreti. How does the supply concept fit into the changeover 
that is going on in the Air Force? 

| 








General Kissner. There is a concept that was designed and tried 
out itself in an effort to save money to supply more and more to the 
bases the things they need, almost as if we all individually wrote into 
Sears, Roebuck & Co. for hardware for the garden. The airlift in- 
volved paying a dividend when we take the 20 percent of our items that 
cost 80 percent of our money. It reduces the amount of things that 
you have to have in the pipeline. In other words, instead of having 
to buy a thousand carburetors, because you have 50 of them on ships 
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for 3 months, you can buy only 2 or 3 carburetors and fly them the 
next day to where they are needed. 

Mr. Fascetx. I understood that but I was trying to get clear in 
my mind the supply function of San Pablo. We understood that you 
are going to keep a base level and you are going to get direct from 
the Zone of Interior, which would reduce in a great measure your over- 
seas depot function. Within that concept, I am trying to relate in my 
mind what San Pablo does. 

General Kissner. In the concept I have been explaining the ex- 
pensive things go right to the bases. The things that cost only about 
20 percent of our money, that is, but they are bulky things like mat- 
tresses, frozen foods, and all the rest of it; those are the things de- 
signed to come to San Pablo. The only thing is we do not have the 
warehouses we were going to have. We try to do with less of those 
things as a backup of supply. 

Mr. Fascetx. In other words, the function of San Pablo is to fit 
in the present concept of Air Force supply ? 

General Kissner. Yes; it does. 

Mr. Fascett. Your lack of adequate warehousing will affect the 
amount of supplies that you can put directly on base? 

General Kissner. Excuse me. 

Mr. Fascexxi. That is where I got lost somewhere myself. 

General Kissner. One value of San Pablo in my thinking is that 
we have a capacity to expand a supply post that can meet some real 
contingencies and emergencies. 

Mr. Fascetu. I understand that, but I was just trying to see if it 
was on all four squares with the supply system that the Air Force is 
trying to explain to us. Is this a general overseas depot under the old 
concept ¢ 

General Kissner. No, sir; not at all. We gave that up after the 
first go-around in 1952 or 1953 and we now come to the in-transit depot 
which might be a trench. 

Mr. Micnet. It isnot yet what you would like it to be ? 

General Kissner. No, sir; $3 million is on the contract. 

Captain Gopwin. Was in the contract at the time of the changed 
concept. 

General Kissner. $4 million is probably under contract now. We 
are going to go on with resources that we see that we can get for about 
$9 million, and see how things evolve on requirements or on our 
forecasts. That is, see how probably 2 years from now things look. 

Mr. Fascetx. I am just a little bit confused and I would like to 
get this straightened out. I understood this was a reduced function 
but now instead of spending $3 million, we are going to spend $9 
million which would indicate more facilities. 

General Kissner. No, sir. While in the earlier years a larger 
depot was planned that might have cost $50 million or $30 million, 
early in the game we scaled it down. That might have been about 
$18 million. Now we are building $14 million worth of facilities 
there which do most of the things we intended to do there anyway 
and have a capacity to expand that to a supply point for emergencies 
because there is no other place in our present program. 

Mr. Fascetu. Where is your next nearest depot if you did not have 
one here in Spain someplace ? 
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You would not operate out of France or north Africa; would you? 

General Kissner. That is the place we have utilities there and a 
runway. 

Mr. Fascetz. You are still going to have your base stock level ? 

General Kissner. That is right. 

Mr. Fascetn. For whatever stuff is operational, fly kits, and so on? 

You will have current daily supplies and you will maintain your 
base level ? 

Reta Kissner. Right. We do maintenance of our vehicles down 
there. 

Mr. Fascett. Your heavy vehicles, or whatever it is, you are calling 
on for the Zone of Interior as well as all of this other stuff in the in- 
transit depot ? 

General Kissner. Minimum quantities; that is right, sir. 

Mr. Montcomery. General, in connection with the pipeline across 
Spain, I understand you encountered a problem similar to the one in 
Torrejon where the contract was let on an alternative basis. In this 
case the contractor could elect whether to use concrete or tar as a 
covering for the pipeline, resulting in a switch of specifications and 
the incurring of excess costs. 

Would you comment on that ? 

Captain Cuurctr. I might be able to comment on that, Mr. Mont- 
gomery. 

The standard specifications for pipeline contained in the Bureau 
of Yards and Docks’ specifications call for coal tar or asphalt wrap- 

ing of the pipe. I am not a pipeline expert but my understanding 

rom the pipeline people is that they are pretty much against asphalt 
because it has a tendency to absorb water. That eventually, and par- 
ticularly when pumping jet products, becomes a dangerous propo- 
sition. 

When we called for bids there was an alternate for the contractor 
to use either asphalt or coal tar. Asphalt is a little bit cheaper and 
anyway the contractor went ahead with his plans to use asphalt. In 
the meantime we called in a consultant, a specialist by the name of Mr. 
Starr Thayer, who came to us in late May 1955 and recommended 
very ay that we switch to coal tar. After due consideration, 
approximately 2 weeks, the coal tar substitute was approved and 
the subcontractor was told to change. It did result in a claim and 
the claim was paid as we felt it was a justifiable one. 

Mr. Fascetx. Just like you would in changing specifications? 

Captain Cuurcu. Yes. What it amounted to was a change in 
specifications. I have the complete history of this step by step if the 
committee is interested in it. 

Mr. Fascetu. I do not think we need to get into that. 

Mr. Monteomery. If you had the expert opinion before the letting 
of the contract would it have been awarded on the basis of coal tar 
instead of asphalt ? 

Captain Cuurcn. I presume it would. 

Mr. Montcomery. That would have eliminated the excess costs 
problem ? 

Captain Cuurca. I doubt it because he would—— 

Mr. Montcomery. Actually, there was no excess cost in the true 
sense of the word? 
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Captain Cuurcu. I do not believe there was in that sense. Of 
course there was some additional cost to the subcontractor for having 
to recompute and to cancel his order for asphalt. 

Mr. Fascett. That would be reflected in some way in the overall 
costs to the United States Government ? 

Captain CuurcH. Yes. 

Mr. Fascext. In the long run, you got a better product and that 
is what counted. I do not understand—I do not mean you, General— 
why you would put that on an elective basis in an effort to reduce 
costs. If there is any question about it, I imagine that you fellows 
made the recommendation to start with or you would not want to 
take a chance and recommend spending the additional money and 
have somebody override you. 

General Kissner. My own experience at that time was that our 
architect-engineers started designing it and we felt that they ought 
to get somebody pretty well up in the art. Then Mr. Helso, of 
Tulsa, Okla., was brought here and he is an elderly gentleman with a 
vast experience in this. I remember when he explained to us all of the 
theory of designing a pipeline and how differing opinions existed 
right there inthe room. There were other experts. 

The Navy Bureau of Docks sent a man over who is an expert and 
he stayed here 3 months. There were several schools of these fellows 
here. I do not think one of them is convinced or is sure that his 
way is the best. There was a lot of room there for discussion. 

Mr. Fascetu. In other words, at that point there was a legitimate 
feeling, or opinion, for doing it one way or another and economy 
would be a deciding factor ? 

General Kissner. There they started talking about electrolytic 
action on the pipe, different kinds of soil or wrappings. He did not 
know what to anticipate. I do not know if we can tell yet what action 
to take against that. 

Mr. Fascetzi. You have to rely on the experts ? 

Captain Cuurcn. In that connection one of Mr. Starr Thayer’s 
recommendations was that the use of the coal-tar product would re- 
duce the amount of cathodic protection needed on the line. Mr. Starr 
Thayer was a consultant, as you remember. 

Mr. Fascett. Are we talking about static electricity or what ? 

Captain Cuurcu. Static and other. If you had dampness in the 
line you would have to have a higher system to get rid of it. We 
figured we would have to spend about $500,000 to get rid of that, and 
now it looks like $250,000. 

Mr. Fasceiu. You can offset that one against the other? 

Captain Cuurcn. Had we gone ahead and used coal tar in the first 
place you would not have the offsetting problem. The figures I gave 
are not exact, and I cannot quote exact figures until we get the 
cathodic protection bids in. 

Mr. Fascetx. We understand that. 

Mr. Monteomery. I think we can cover this next point quickly, Mr. 
Chairman. 

Something was mentioned earlier in the meeting about the change- 
over, or the proposed changeover, of the two-price contracts from a 
cost-plus-a-fixed-fee basis to a lump-sum basis. If I understand it 
correctly, the architect-engineer contract, as well as the construction 
contract, was let on a cost-plus-a-fixed-fee basis. 
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General Kissner. That is correct. At the decision of the Secre- 
tary of the Air Force and Navy. 

Mr. Monteomery. What has happened, General, with respect to the 
architect-engineer contract? Is it still on a cost-plus-fixed-fee basis ? 

Captain CuHurcu. No, sir. We renegotiated that for lump-sum 
closeout payments on October 1 of last year. As you know, cost-plus- 
fixed-fee contracts are not the general policy of the Department of 
Defense. When you use them it is a matter of an exception being 
made—generally at the Secretary’s level. It is my understanding 
that not even the various Chiefs of the Bureau of the Navy Depart- 
ment have the power to make this decision. 

The cost-plus-fixed-fee contracts have certain great advantages in 
getting jobs started. In large work, particularly, and where you do 
not have plans ready and cannot go out for bids immediately, there 
are many advantages to them, particularly in overseas work of this 
nature, as well as work under mobilization conditions. There is no 
question of their desirability, in my mind, in certain types of work. 
They also have certain disadvantages in that you are operating against 
estimated costs rather than fixed costs. You are constantly having 
to put the money out, regardless of whether you get a product back. 
You do not have a finite job for a definite money expenditure. 

It has been my experience with fixed-fee contracts—I think I have 
had a considerable amount of such experience—that, sometime after 
50 percent of the contract is done, it is to the general advantage of the 
Government to switch over to a lump sum for closeout purposes. 

Mr. Fascetx. You are in a better position then to determine the 
finites in the contract and get a fixed price? 

Captain Cuurcn. Yes, sir. 

When I looked at the AESB contract when I first got here, they 
were some 70 or 75 percent along. We went immediately into the 
mission of trying to cross them out, and we feel that we got a generally 
successful negotiation. 

The fixed-fee estimated cost of the contract, with the change order 
as of the time that we negotiated, was roughly $17 million. We are 
closing out and paying out with a total amount of $16 million. Ido not 
for a moment claim that we made all of that in savings. We had 
to increase my staff by some 20 people, Spanish and Americans, to 
supervise the lump-sum contracts that we have had. 

We have done that, but I think my estimate of the savings is some- 
thing under $500,000. 

Mr. Fascety. We will take the million-dollar figure. 

Captain Cuurcn. I would prefer that you take that. 

Mr. Fascetz. The principle is important, however, to back up your 
experience and theory. 

Captain Cuurcn. I feel that, generally, we have gotten a good 
deal on this thing. In this Brown, Raymond & Walsh conversion, we 
are going to go through the exercise. I am not prepared to state that 
we will accept their proposals. 

Mr. Fascetx. Just going to take a look at it? 

Captain Cuvurcn. Just going to take a long and searching look. 

Mr. Montcomery. That is going to be a little more difficult ? 

Captain Cuurcn. Yes, sir. 

There is going to be $100 million worth of work left in that contract, 
and there will be a larger variation in our estimate of what Mr. Hock- 
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ensmith should get than what there was in the AESB contract, where 
we were dealing in the $2.5 million range. 

We have over here an outside firm of consultants working with the 
Navy, and Mr. Hockensmith is preparing his own estimate. I have 
the Navy Audit Branch Office assisting me in the deal, and in my own 
office we are preparing our estimate so that we will have a series of esti- 
mated costs both as to closeout under fixed fee and lump sum—both on 
our best-guess basis. We feel we will know pretty well what the con- 
tractors should be entitled to, when and if we convert. 

Mr. Montcomery. You feel it would be a sound basis for your con- 
tract negotiations / 

Captain Cuurcu. We feel it would be on a very sound basis. We 
lose one thing when we convert, and that is flexibility. As far as I 
am personally concerned, I would be very happy to have kept both 
AESB and BRW on a cost-plus-fixed-fee basis rather than go to de- 
tailed writing out of lump-sum specifications. I think the proper 
Government operation, however, requires getting to lump sum as 
rapidly as we can. 

Mr. Monreomery. Mr. Chairman, we have asked the United States 
operation mission to appear this afternoon, at which time I think there 
might be opportunity to go into defense support and other economic 
aid questions. I do not know whether it would be advisable to have 
the MAAG people here or not. 

General KissNer. We would be glad to cooperate. Colonel Chiles 
is the man best informed across the board. 

Colonel Cuties. We also will have an expert on support programs 
which tie in with the economic assistance. I think it would be well to 
have him here, too. 

Mr. Montcomery. That will beat 4 o’clock this afternoon. 

Mr. Fascetit. We moved along very rapidly today. I want to thank 
you and your staff for giving us a comprehensive briefing on your 
operations. It has been an enlightening and helpful session. 

General Kissner. Thank you, sir. We thank you, and we think 
we are helping ourselves. 

Mr. Fasceii. We will recess at this time for lunch. 

(Thereupon, at 2 p. m., a recess was taken, to reconvene at 4 p. m. 
the same day.) 

AFTERNOON SESSION 


Mr. Fascetu. The meeting will come to order. 
Proceed. 


STATEMENT OF CARROLL STEWARD HINMAN, CHIEF, PROGRAM 
AND ECONOMIC DIVISION, USOM TO SPAIN 


Mr. Hinman. My name is Carroll Steward Hinman, and I am the 
chief of the program and economic division of the United States 
operation mission. 

Mr. Aldrich, who is the director of the mission, had fully expected 
to be here this afternoon to discuss the economic-aid program, but 
he has been detained momentarily at a luncheon at the request of 
Ambassador Lodge. The luncheon was given by the Minister of 
Commerce of Spain, and the Ambassador felt that Mr. Aldrich should 
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not leave until it was over. I expect him to be here within a half hour 
orso. It is hard to predict, but he asked me to step in and do the best 
that I could. That I am prepared todo. I must first say that I am 
a new arrival here and my predecessor left Spain on the 4th of Sep- 
tember. 

Mr. Monteomery. Doctor Corry ? 

Mr. Hinman. No, sir; I replaced Mr. Sause. Mr. Barall is Dr. 
Corry’s successor, and he arrived here even after I did. We have 
some new blood in the mission. 

However, I have access to all the files and records and on the basis 
of what I have been able to find out about it, I am at your disposal. 

Would you prefer that I give a little general background of the 
program ? 

Mr. Fascetu. Would you? 

This is the first time that we have run into this and we are not at all 
familiar with it. 

Mr. Hryman. As you may know, there is a mutual-security pro- 
gram around the world and a segment of it is called defense support, 
a section of the total economic-aid program. The general theory 
is that defense support assistance is that part of the economic-aid pro- 
gram which is considered necessary to support a joint defense effort 
in which the United States is fritectated: That is a rather broad 
definition. 

Mr. Fascetu. That isa program administered through ICA ? 

Mr. Hryman. Through ICA. 

Mr. Fascety. That is your direct channel of command ? 

Mr. Hixmay. It is our channel of command through the Ambassador, 

We have one unusual feature here in Spain in that the ICA mission 
is also the economic section of the Embassy. It is what we call an 
integrated operation. 

Mr. Montcomery. Putting it another way, is the economic-aid pro- 
gram in Spain for the primary purpose of bridging the gap in the 
economy caused by the military-aid program ? 

Mr. Hinman. No, sir. I would not put it that way. Its primary 
purpose is to support the defense effort, but the situation in Spain is 
somewhat unusual in that you have two different aspects of defense. 
One is the military-aid program and the other is the joint defense base 
a rm The defense support program exists to bolster both of these. 

If you recall the circumstances under which the bases are built here 
and both aid programs started, there were agreements between the 
United States and Spain and as an outgrowth of those agreements, both 
military aid and economic aid were provided to Spain after the base 
construction program commenced back in 1953. 

Mr. Montcomery. Asa part of the overall consideration ? 

Mr. Hrymavy. In effect, that is right. 

Let me put it this way: There are 3 or 4 different ways in which 
our defense support program contributes to United States objectives 
in Spain. One is the one you mentioned of overall consideration, 
when the construction program was agreed upon. The second is that 
it contributes to keeping the Spanish economy in a condition in which 
no public sentiment or governmental sentiment—when conditions get 
bad enough—so that discontent could arise which could be attributed 
to our activities here. 

It isastabilizing influence. That is the intent. 
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A third way in which the ICA program supports defense is that 
under our agreements, a substantial portion of the counterpart of the 
defense support program goes directly into the cost of constructing 
the airbases. 

Sixty percent is the figure. That is a very unusual feature because 
usually the percentage retained for us by the United States is only 10 
percent with 90 percent to the country. In this case, the ratio is quite 
different. 

A fourth way in which the defense support program contributes to 
overall United States defense objectives is that in some specific 
projects under our program, are tied directly to a particular aspect 
of the military effort. However, we do not provide general budgetary 
support to the military budget as they do in some countries. That 
distinction I would like to make clear. 

Mr. Fascetu. A very good distinction. 

You do follow the new criteria for what is now defense support ? 

Mr. Hinman. That is right. 

Mr. Fascetx. In other words, the strictly economic aspects are out 
of it? 

Mr. Hinman. Yes. 

Mr. Fascetz. One being direct budgetary assistance and the other 
developments which are strictly economic? 

Mr. Hinman. There is no development per se in the defense support 
program. 

Mr. Fascetu. They have an indirect economic benefit ? 

Mr. Hinman. They will also contribute to the economy. We feel 
that our program is thoroughly consistent with the new and narrower 
definition of the defense support program. The defense support 
program has been underway here for about 4 years; fiscal years 1954, 
1955, 1956, and 1957. The magnitudes have varied somewhat. 

Mr. Fasceityi. These come out of Department of Defense appro- 
priated funds ? 

Mr. Hinman. No, sir. These are mutual-security appropriations. 
This is not Department of Defense. 

Mr. Fasceti. You are right. 

This is under that part administered by ICA ? 

Mr. Hinman. Correct. 

a Fascett. We are talking about defense support moneys, as 
such ¢ 

Mr. Hinman. Correct. 

Mr. Fascetyi. Then what I am trying to get squared away in my own 
mind is, what is it that the MAAG group is working on over and 
above that? 

Mr. Hinman. Military aid. 

Mr. Fascetx. Straight military aid under ICA ? 

Mr. Hinman. The Mutual Security Act and the Mutual Security 
Appropriation Act have two main segments. One is military aid in 
the strictest sense and that is for hardware and military training ad- 
ministered by the Department of Defense through the MAAG’s in 
the field. 

Mr. Fascetz. Right. 

Mr. Hinman. Related to that is defense support, economic aid 
which is administered by ICA in the State Department. 





480 GENERAL ACCOUNTING OFFICE IN EUROPE 


Then you also have the other segments of the program, but you do 
not have them in Spain except for a small amount under TC. In 
programing the content of defense support our general criterion has 
been to try to do those things which, in our judgment and the Spanish 
Government’s, would make the greater contribution to the stability 
objective in the particular period lying ahead. 

Mr. Fascetu. From a military standpoint ? 

Mr. Hinman. No, from a broadly economic standpoint. 

This was the primary contribution we could make to the successful 
operation of the base program. 

That has been considered by all hands, Defense, State, and all, as 
more important than any more direct contribution to defense, al- 
though we make both. 

In programing it, the general criteria has been, what can we most 
effectively do in the coming year to keep this stability, keep the 
economy stable and growing ? 

This may seem to shave close to a development program, but we have 
tried to keep our long-run objective. 

Mr. Fascett. Why would you not charge those expenditures to 
straight economic development ? 

Mr. Hinman. Because the purpose here is not to develop as such. 
We are not laying out development of objectives in Spain, industry 
growth this much, agriculture this much, and so on. 
| Mr. Fascetxu. Your effort is related to a military posture ? 
| Mr. Hinman. And limited by it. 

Mr. Monteomery. You are operating under a dollar ceiling? 
Mr. Hinman. That is true in all countries. A dollar ceiling is the 
result each year of our presentation to the appropriate Members of 
Congress. 
Mr. Montcomery. The point I was referring to is, is the dollar 
. ceiling established by the base-construction agreement ? 
Mr. Hinman. No, sir. 

Mr. Fascetu. That is entirely different? 

Mr. Hinman. The cost of counterpart pesetas in the base-construc- 
tion agreement is not a determining factor in the size of economic aid 
programs. 

Mr. Fascetx. In other words, you program for defense support 
through regular channels as part of the overall defense support ap- 
propriations which will be made in the mutual security program ? 

Mr. Hinman. Correct. 

Mr. Fascex. It has no relation to the base-construction agreements ? 

Colonel Cuties. Without a ceiling in practice as opposed to a ceil- 
ing on the military. 

Mr. Hinman. We have an annual ceiling. 

Colonel Cuties. Not the package that we started out with. 

Mr. Hinman. That is correct. 

Mr. Fasceti. All you have is your allocation made by the-——— 

Mr. Hrnman. There were certain understandings at the outset as 
| to the magnitude of aid furnished the Spanish. Those have now been 
: exceeded. However, if the only criteria had been to meet a given un- 
derstanding at the outset, we would no longer be in business. The 
| criteria are more than that. As I said before, it is primarily one of 
| trying to keep conditions stable enough so that our military effort can 
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operate effectively. I mention that because there are things in the 
Spanish economy that tend toward instability. 

The original one was, you might call, poverty. The generally low 
level of development which existed in Spain in 1952-53, was far below 
the rest of Europe, the rest of Europe had the benefit of Marshall 
plan aid and postwar construction, but Spain was isolated and as a 
result its economy lagged very greatly behind the rest of Western 
Europe. 

The Spanish were quite aware of this. This is one of the factors 
which they were most anxious to remedy and considerable progress 
has been made in that respect. It is not so apparent in a sharp jump 
in the national product but in laying the groundwork for modernized 
capital plant and new facilities and that sort of thing. 

iene, the present problem is not so much that as inflation. 

Over the last 12 months or so, in the considered judgment of all of 
us here in Spain, that is the primary economic difficulty, the danger 
of inflation. Our economic remedy, through the aid program and 
recognizing that we can do no more than contribute a small part there, 
is the import of consumer goods, industrial raw materials, and con- 
sumer goods, and to a large extent surplus agricultural commodities. 
Those have always played quite a substantial part in United States 
help to Spain. Since the Public Law 480 program was authorized 
for sales for local currencies, there has been a program in Spain every 
year. Its magnitude is substantial in comparison with the aid pro- 
gram. You might say that the United States is contributing to the 
input of goods here in two ways. 

Mr. Fasceti. What is the relationship of moneys generated by Pub- 
lic Law 480 on this program, if any ? 

Mr. Hinman. None, direct. The sales proceeds under Public Law 
480 are, as you gentlemen are aware, available for any one of 6 or 7 
different uses specified by the law. 

The principal use in Spain, as in most countries, has been for Span- 
ish economic development. This is not part of the Mutual Security 
Act and this is one case in which development is a recognized objective. 

Mr. Fascett. There is a basic agreement of understanding as to the 
expenditure of those funds generated by Public Law 480? 

Mr. Hinman. That is right, proportionate share. It has gone up. 
It was 50-50 and I think the last agreement was 70 percent for Spanish 
development. 

Mr. Micuet. How much of that is available here in Spain ? 

Mr. Hinman. Unexpended ? 

Mr. Micuet. Right. 

Mr. Hinman. We had a figure on that. According to the latest 
information I have the total Public Law 480 sales to Spain have been 
$185 million. I have a table here which I would be glad to make 
available, but the figure is $185 million. Of that, $114 million has been 
reserved for loans to Spain for Spanish economic development and of 
that, $51 million has been approved for actual projects. Of that 
amount only $9 million has actually been withdrawn and used and over 
$100 million of the net proceeds for Spanish use are still to be used. 


There are several reasons for that, if you would like to pursue it 
further. 
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One is that a considerable part of this is tied up in a loan agree- 
ment which is not yet finalized between the two countries. Negotia- 
tions have dragged on for some time now. I am now speaking from 
hearsay but they have been in process for a year or more on the latest 
loan agreement, and they have not yet been completely agreed upon, 
although they are not far from it. 

Mr. Fasceut. Is this the total moneys available or is this just the 
part available to Spain ? 

Mr. Hrnman. The part for Spanish use. Total sales amounted to 
$185 million. The other seventy-million-odd dollars is available for 
United States purposes. 

Mr. Fascett. Which include administration and construction? Is 
it all construction ? 

Mr. Hinman. No, sir. This is Public Law 480 money available 
for a variety of uses depending upon the terms of agreement, includ- 
ing some defense uses and the promotion of United States agricul- 
tural markets here and some USIA purposes and quite a few other 
things. 

Mr. Fasceti. In other words, the purposes for which the United 
States share is being used for are those purposes which the Spanish 
have also agreed to? 

Mr. Hinman. That is right. 

When the stuff is sold and the commodities are sold, sales agree- 
ments are negotiated and both parties have to agree on how the 
proceeds will be used. 

Mr. Fascetz. That is for both shares of the proceeds ? 

Mr. Hryman. That is right. 

The act itself, Public Law 480, has in one of its sections a whole 
series of subsections and each one specifies a kind of use. What they 
do when we sign a sales agreement is that they specify how much 

of the proceeds will be used under each subsection. 
| Colonel Cuts. 104 
| Mr. Fascetn. One of those subsections ? 

Mr. Hinman. Subsection (g) is the big one. 

Mr. Fascety. One of them deals with scientific, cultural, and edu- 
cational things. Therefore, within the determination of what is 
included in that type of a thing, you would have to have an agree- 
ment between the countries, would you not? 

Mr. Hinman. Yes, sir. You would have to have subsidiary agree- 
ments, including the 104 (g). 

Mr. Fascetx. If you build something you have to determine whether 
it is going to fit a cultural, scientific, or other objective within the 
meaning of the law? 

Mr. Hinman. That is right. 

Mr. Fascety. Are those memorandums reduced to writing usually ? 

That is, the exchange of notes between countries ? 

How is that handled ? 

Mr. Hryman. The sales agreements are reduced to writing. I am 
not sure how the subsidiary agreement is handled. 

Mr. Fascety. That is a point of procedure we are interested in. 

Colonel Cuties. On the military under 104 (c) there is no agreement 
per se. They submit projects to our Government for screening and 
if approved they are implemented. 
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Mr. Fasceru. That is on the expenditure of the Spanish share of 
the funds? 

Mr. Hinman. The United States share. 

Colonel Cues. Then a contract is drawn up just like any other 
construction project ? ' 

Mr. Micuet. Did I understand you to say there was only $9 million 
withdrawn ? 

Mr. Hinman. That is correct, of the loan funds for Spanish eco- 
nomic development under 480. 

Mr. Micueu. The balance is on deposit where ? 

Mr. Hinman. Various banks. Some in the Bank of Spain and some 
in private banks. 

Mr. Micuent. Drawing interest? 

Mr. Hinman. I believe at least part of it is. These are facts I 
would have to get in greater detail for you, if you want to follow it up. 

Mr. Fascetxi. Those are Spanish funds if that is what you are 
getting at. 

Mr. Hinman. There are various factors involved and one of them 
is to the extent that they are included in bank deposits of the Nation, 
they form a basis for credit expansion and affect the fight against the 
threat of inflation. 

Mr. Fascett. That is one of the factors taken into consideration ? 

Mr. Hinman. If they are in the Bank of Spain, they do not draw 
interest. That is another factor. In general, while we would like to 
see these Public Law 480 funds used for development purposes as 
intended, we do not feel that as of this moment it is a crash priority 
for this reason: The Spanish Government earlier this year embarked 
on a series of measures for the purpose of controlling inflationary 
threats which they saw. One of those measures was to hold down the 
volume of public investment on the theory, which is economically 
sound, that investment, no matter how desirable in the long run is 
inflationary in the short run. 

Mr. Fasceti., Generates purchasing power ? 

Mr. Hinman. Right; without an equivalent increase in production. 
This would be equally true of Public Law 480 funds, depending on 
the kind of project used for. Certainly if they were used for irriga- 
tion, dam construction, and that kind of thing which runs over a 
period of years, the wages paid to the workmen and the money paid 
to the suppliers would go immediately into the monetary supply and 
the equivalent production you would expect later on would not come 
for a period of years. 

Mr. Fascett. What about the buildup of these particular type 
funds that you are talking about? You are spending United States 
appropriated dollars for defense support ? 

Mr. Hinman. Yes, but this Public Law 480 money is available for 
economic development, which defense support is not. That is a dif- 
ferent purpose. 

Mr. pol ae That was just changed this year, however ? 

Mr. Hinman. Defense support, yes. A legal change took place this 
year but prior to this year defense support was defined as all aid in a 
country where 

Mr. Fasceii. Have you had any displacement ? 
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Mr. Hinman. For the past several years, in Spain, the primary 
focus of the defense support program has been on immediate, short- 
run stability. 

Mr. Fasceti. There was no expenditure of Public Law 480 toward 
any defense support as such, even under the old definition ? 

Mr. Hinman. Public Law 480 funds are only available for the 
agreed-on uses between the two countries, of which military use is 
one possibility. 

Mr. Fascett. Which could include a number of things, for example ? 
I know that in some cases it includes construction of barracks and 
supplies. 

Mr. Hinman. There is another point there. We have another 
special feature in the program here in Spain. In 1955, there was a 
section of the defense support program called the McCarran amen¢d- 
ment, section 109, which added $55 million to the Spanish program 
making a total of $85 million. That $55 million had to consist of 
agricultural surplus commodities sold in Spain for pesetas and the 
proceeds had to be loaned 80 percent to Spain for economic develop- 
ment. That year we had specific injunction that that much of the 
proceeds had to be used for development purposes. The other 20 per- 
cent was used for United States use. 

Mr. Fasceti. That was a one-shot thing ? 

Mr. Hinman. Yes; the use of that 20 percent could include military 
uses. 

Mr. Fasceti. How about the problem that you continue the sales 
under Public Law 480? You obviously could not build up local cur- 
rencies available. That would make more credit available in a coun- 
try which would have a definite impact on your economy. 

Mr. Hinman. The impact would be desirable or undesirable, de- 
pending on general circumstances in the country. 

Mr. Fascetzi. To what extent does the Department of Agriculture 
participate ? 

Mr. Hinman. They have the primary responsibility. Their field 
man is the agricultural attaché who is a member of the embassy staff 
de facto and works cheek by jow! with the rest of us. 

Mr. Fascett. Do ICA and the agricultural man reach a joint agree- 
ment then on the amount of sales that the Agriculture Department is 
going to make in Spain ? 

Mr. Hinman. We try to work it out as closely as possible for sev- 
eral reasons. One is that it has a big impact on the total economy 
which is our concern. Second, in the ICA program or the defense 
support program we usually have to have a component of agricultural 
surplus commodities. Certainly, we want to make sure that surplus 
commodities under 480, surplus under ICA, are dovetailed as well 
as possible. They are 2 halves of a total import program, or 2 
parts, I should say. We do work strictly close with the agricultural 
attaché. 

Mr. Fascetxi. Since your mission is integrated with the economic 
section of the Embassy, it would appear to me that you should have 
direct control over the question of whether or not sales are to be made 
in Spain. 

Mr. Hinman. The Ambassador is the No. 1 man out here. He has, 
if not direct control, an awfully strong voice. I would say that for 
all practical purposes his voice is controlling in these decisions. 


—————< 
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If you are talking about strict lines of organization, I guess that 
in theory the attaché reports to him directly rather than through the 
USOM. 

Mr. Fascetn. The agricultural attaché is in the line of command 
under the Ambassador ¢ 

Mr. Htnman. Correct. He sits up here on the sixth floor and I am 
on the fourth floor and we spend an awful lot of time together. 

Mr. Fascetxi. He does not do anything independently as far as the 
Department of Agriculture is concerned ? 

Mr. Hinman. It isa highly cooperative arrangement. 

Mr. Fasceti. Any other questions on this phase of the discussion ? 

Mr. Monteomery. I might ask this one question: What is the ratio 
of the Spanish military budget to the gross national product ? 

Mr. Hinman. As I recall, it is something under 4 percent, defense 
expenditures. 

Mr.. Micuen. Would you have the gross national product figure 
handy ¢ 

Mr. Hinman. That is around $7.5 billion, or equivalent, somewhere 
around there. It is about $255 per capita, and the population is 
around 30 million. 

Mr. Micuen. Their budget for the last year ran what in dollars, 
roughly ? 

Colonel Metenpez. About eight-hundred-some-odd million dollars. 

Mr. Hinman. That would be 10 percent. 

Mr. Micuet. The total budget for the year was, roughly, $800 mil- 
lion ? 

Colonel Metenpvez. I have the exact figure, but not here. 

Mr. Micuet. The percentage figure that you gave there was of gross 
national product; is that right ? 

Mr. Hinman. I am afraid some of those are classified figures. The 
Spanish keep their defense figures closely held. Am I correct on that ? 

Colonel MeLenprz. Yes. 

Mr. Hinman. We have had trouble in getting hold of some. 

Mr. Fascety. Generally, it is in that magnitude ? 

Mr. Hinman. I do not think the ratio is as high as 10 percent. It 
may be a little under that. Actually, according to our projection, the 
ratio will probably go down next year. The national product is grow- 
ing a little faster in proportion than the Spanish defense outlays, 
although they are both growing. We do give considerable thought in 
the economic section to the question of economic impact and the burden 
of the Spanish military effort. 

Colonel Cuties. I can show you a confidential document on this, if 
you wish. 

Mr. Fascetx. I think we have gotten generally basically what we 
need here in order to make a slight comparison. The Spanish Federal 
budget is a Federal budget as such? I mean the Federal level. 

Mr. Hinman. It is more so than ours. The Provinces have fewer 
functions. 

Mr. Fascexu. Cities are independent ? 

Mr. Hinman. Cities are not nearly as independent as in the United 
States. They do have some local revenues. 

Mr. Fascetu. They are technically Federal functions that go into 
that ? 


98996—58 32 











486 GENERAL ACCOUNTING OFFICE IN EUROPE 


Mr. Hinman. It is not a Federal State, if you use the term in the 


United States sense. It is a unitary State with a line of command 
down to the cities. 


Mr. Fascett. Thank you very much, Mr. Hinman. 

Mr. Hinman. I have some more facts and figures, if you would like 
to inquire into that. 

Mr. Fascetu. There was one table you mentioned that is a summary. 
If it is available, we would like to have that. 

That will be made a part of the record. 

(The material referred to follows :) 


Status of local currency programs 


{In millions of dollars] 






































Spanish use United 
| To be gen- States use 
erated; au- | Generated e 
| thorized to date 
| progress Approved | Funds re- | Withdraw- 
to date program leased als to date 
for Spain 
| 
Defense support as of June 30, 1957: | 
30 percent counterpart (Spanish use) _--| 72.4 40.9 1 35.7 0 aaa 
60 percent counterpart (airbases) . -----| 144.8 | FR vcctanewas 2 64.2 
10 percent counterpart (United States | 
cial Aa in i in aah chin dime scceegianel 24.1 | 13.6 }.. Balai ait ssp lala 29.5 
Sec. 109 (McCarran) .............-..... 55.0 54.6 42.2 33.0 310.3 
Total defense support ._...----------| 296.3 215.0 77.9 53.2 84.0 
- Sea | — ———|— — ——e = = SSS = 
Public Law 480 sales as of Aug. 31, 1957: | | 
Reserved for loan to Spain._.._-..-.--- 114.0 104. 2 51.2 9.0 i 
Reser ved for United States use - - a 4404,% Oe TEC nieinst beeen ded 21.7 
Total Public Law 480 sales. -.-..----- 185.7 | 170.8 | 51.2 9.0 21.7 








1 An additional $15.7 million in pesetas were approved for Spanish program in September 1957. 
2 Actual disbursements. 
3 Withdrawn in July 1957. 
Mr. Fasceti. I thank you very much, Mr. Hinman. 
Mr. Hinman. Thank you for the opportunity of appearing before 
you. 
Mr. Fasceti. Mr. Rouse, would you come forward, please ? 
Mr. Monteomery. Mr. Rouse, you are the manager of the Madrid 
Field Station ? 
Mr. Rouse. That is right. 


STATEMENT OF G. 0. ROUSE, MANAGER, MADRID FIELD STATION 


Mr. Monteomery. The committee would be interested in knowing 
something about you. How long have you been here? 

Mr. Rowse. I arrived here in August 1954. I was on the investiga- 
tive staff of the General Accounting Office at that time. We started out 
our work here in making investigations into the contracting procedures 
and preaward surveys that the Navy made of the subcontractors avail- 
able for work in Spain. 

This involved their advertisement procedures and bid procedures 
and awards. We made several reports on those investigations and we 
made some reports on individuals who were reported to be interested 
in 5 percent commissions. These latter reports disclosed no evidence 
of “5 percenters.” 


. 
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Then last year, while our Madrid office had a slight reorganization, 
we changed our method of operation so that we are operating under 
the project-type reporting and auditing now. 

Mr. Fasceit. You took a comprehensive look at every project ? 

Mr. Rouse. Yes, sir. I have only been manager here since May of 
this year, 1957. Before that, Mr. Minnies was manager. 

Mr. Fasceti. Of what does your staff consist ? 

Mr. Rouse. We have a staff of four men here and a secretary. That 
is all we have at this time. 

Mr. Montcomery. You heard the testimony this morning concern- 
ing the problems involved in connection with some of the base construc- 


tion in Spain. The General Accounting Office has made a review of 
those particular bases ? 


Mr. Rouse. That is right. 

Mr. Monteomery. Would you tell the committee something of the 
findings of the General Accounting Office with respect to those bases 
starting with the Torrejon site selection ? 

Mr. Rovusg. Did Mr. Bell want to take this? 

Mr. Betu. Perhaps I should if the chairman does not mind. 

Mr. Fascexy. Go right ahead. 


STATEMENT OF HASSELL B. BELL, ASSISTANT DIRECTOR, DEFENSE 


ACCOUNTING AND AUDITING DIVISION, GENERAL ACCOUNTING 
OFFICE 


Mr. Brett. Let me explain briefly. I am Assistant Director of the 
General Accounting Office’s Defense Accounting and Auditing Di- 
vision, charged with the responsibility for audit, investigative, and 
accounting-systems work of the Navy. As such, all of the work that 
is done by GAO throughout the world ultimately passes—that is, 
for Navy—through my hands. My job here is to help coordinate this 
overall report that we are working on. As such, I have done a con- 
siderable amount of independent review into the various reports and 
facts that have been developed. 

I hope that I can be as successful as General Kissner in staying out 
of the classified area. Starting with the selection of the Torrejon 
base we made a rather exhaustive study, I think, of the reasons under- 
lying the selection of this particular base. We learned that the base 
was first chosen as a tentative site by the initial team largely because 
it was already in existence as a base in some respects. 

There were several other—4 or 5, I think—tentative sites selected 
for review and each one of them was discounted or ruled out for one 
reason or another. 

As was testified to this morning, our feeling is that the selection of 
the Torrejon base definitely creates a traffic-control problem, the ex- 
tent of which we do not know. There is a conflict of opinion as to 
the severity of the problem with the CAA on the one side and the Air 
Force on the other as to whether it is a problem that is beyond solu- 
tion or whether it has a solution. We really do not know. We do 
know that the selection of that base did create a particular problem. 

Mr. Micuet. As far as you know, was CAA’s opinion as far as this 
site was concerned, formed on the basis of the same criteria they use 
in the States? There they say that something like a minimum of 12 
miles between airports is desirable. 
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Mr. Bet. I believe, yes. They did use that. Of course, as was 

ointed out earlier this morning, there are a lot of situations in the 
United States where we have airports closer than 12 miles. The Air 
Force also states that actually the traffic here is not very heavy. It is 
their belief that the problem is not as severe as it is believed to be by 
CAA. That about sums up the facts on the Torrejon site selection. 

Mr. Fasceii. How does that affect the expenditure of funds one 
way or the other, Mr. Bell ¢ 

Mr. Betu. As I see it, Mr. Chairman, the expenditure of funds in 
this particular case would not be affected a great deal one way or the 
other. 

Mr. Fasceti. Asa question of operational efficiency ? 

Mr. Bett. That is right. 

Mr. Fascetu. It is a question of judgment and that is something 
that the military will have to work out? 

Mr. Bewu. That is right; and apparently they have given a great 
deal of thought and re to it. They have a plan for working it out. 

Mr. Fascet.. Only time will tell whether they will get operational 
efficiency # 

Mr. Betu. Only time will tell. The CAA said that in the condi- 
tions of instrument-flight rules, you would have the equivalent 

Mr. Fascety. To the extent it does affect expenditure of funds? 

Mr. Beww. If you have a base that you cannot use, you spend money 
for nothing. 

Mr. Fascexu. If you cannot use it for the maximum utilization that 
might be involved ¢ 

Mr. Bex. Yes. 

Mr. Fascetz. Nobody knows what the extent of that will be until 
they make an effort to use it 

Mr. Betz. That is correct. 

Mr. Fascetit. As I understand it, the General Accounting Office 
points out that the problem does exist and that from the standpoint 
of expenditure of funds there is a question of maximum utilization ? 

Mr. Bex. Exactly. 

Mr. Fascetn. I think that is a very fair reasoning. I do not see 
anything wrong with that. 

Mr. Monreomery. The General Accounting Office is convinced that 
a knowledge of this problem existed at the time this base was selected ? 

Mr. Betz. I am personally convinced that it did; yes. 

Mr. Fasceti. General Kissner said that they knew about it but it 
was something that they had to live with because of other factors 
which created a greater advantage for the use of that site. 

Mr. Beit. Whether they realized in the early days the extent of that 
problem is a matter of conjecture, but I feel certain it was considered. 

Colonel Yount. We had known that this problem existed for 3 
years; we discussed this matter with the architect-engineer people who 
came over here. They had some former CAA people with them. We 
discussed this with the CAA mission on a practically daily basis and 
with the Spanish. There never has been any question in our minds, 
and there is no question now, that the problem can be resolved within 
the guidelines that General Kissner established this morning. 

Mr. Fasceti. From a fund-expenditure standpoint the problem is 
whether you used X number of dollars for 100 percent of efficiency 
or 50 percent of efficiency? That is the way I see it. 
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Mr. Brix. There are 2 additional points that might be mentioned 
in the site selection, and 1 of those is that the original team that 
selected the site made a statement that there was ample water. 
Another group, 214 or 3 years later, made the same statement, the 
basis for which I do not know. Actually water has been a terrific 
problem. 

Mr. Fascety. That is what one of the men said here this morning. 
They knew about that all the time. 

Mr. Betu. They dug shallow wells and deep wells and the water 
they found was not very good. The Air Force is getting water from 
the Jarama River and there are two schools of thought on the wisdom 
of that. The architect-engineer stated that the flow in that river may 
not be very dependable so it is possible that the water problem may 
not be solved on a long-range basis. 

Mr. Fascett. I think that whoever was talking about that this morn- 
ing admitted that even with what they have, you still would not have 
your ideal situation with water even if they got all the water out of 
the river that they could use. 

Mr. Bett. We cannot assume that good water would have been 
found at other sites around Madrid either. The only other objection 
to the site selection, which, again, would seem to break down into two 
schools of thought, is on the question of noise. The architect-engineers 
stated that in their opinion the noise was unquestionably intolerable. 

Mr. Fascetu. Having lived in a flight pattern, I agree with him. 
I moved. Flight patterns are jnenamahke. 

Mr. Betu. What effect this noise and vibration will have on the 
houses, again I do not know. Again, only time will tell. I think that 
the next thing we discussed was the administration of contracts at 
Torrejon. 

In our report we discussed a couple of things and one is the fact 
that in the Navy Bureau of Yards and Docks construction manual it 
is specified that runways will not be built on the basis of a preliminary 
design. It indicates that you will set up some tests, develop them, and 
then build your runway. In this particular case, the runway construc- 
tion was started on the basis of a preliminary design and it was almost 
a year and a half later before the final design was approved. There 
also were some changes in criteria on the design that were brought 
on by use of heavier aircraft or a number of things. These things, 
I believe, could not have been foreseen at the time that the original 
design was submitted. 

We had another item in the report concerning something which the 
subcontractor was reported to have done. A considerable portion of 
the runway was constructed that did not meet specifications in various 
degrees. At first blush that seemed like it ciate be a very important 
point, but I do not know—I do not think I can find out—the degree 
of safety built into the criteria anyway. I would assume that if one 
standard is what you want, actual construction would include some- 
thing stronger for a safety factor. 

When the tests were made for the final evaluation of the runway, 
the number of tests taken seemed to us to be rather skimpy, so we are 
of the opinion that from those tests, you probably could not get a 
fair evaluation of whether this runway does or does not meet criteria. 
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A lot of engineers say it does. Again, I think it is one of those things 
that only time will tell. 

Mr. Fascetx. In other words, there was a diversity of opinion and 
time is going to prove somebody right or wrong ? 

Mr. Bex. That is right. If it is wrong, it is going to be costly. I 
think that is about the résumé of the more important points. 

Mr. Fascett. I recall some problems dealing with compaction on 
other airfields. We got into a great big engineering discussion of 


what is the rate of compaction and somebody wanted 100 and some- 
body wanted 80. 


Colonel Yount. It was Moron. 

Mr. Bewu. We decided to have 18 inches of this and so forth and 
those decisions were actually made back in Washington by the Bureau 
of Yards and Docks. 


Mr. Fascetz. Based on engineering data available to them ? 

Mr. Betu. Yes. 

Mr. Montcomery. The San Pablo Airbase was another one we dis- 
cussed. Do you have any comments you would like to make on that? 

Mr. Bett. I could perhaps give you a little more amplification of 
the discussion this morning, but as to any specific conclusions, I prob- 
ably cannot. 

First, San Pablo came into the picture late. The site initially 
chosen was El Copero. When the architect-engineer went down to 
make his feasibility studies he discovered that this place was subject to 
flooding and they had a flood, I believe, in 1948, so that this site was 
ruled unsuitable. Then the Government started looking for alternate 
sites. A number of sites were discussed and one of the sites that was 
wanted was one that perhaps was rather choice except that it contained 
large groves of olive trees and the Spanish Government was appar- 
ently reluctant to give that up. 

The discussions dragged on for some time and about this time the 
Strategic Air Command decided that they did not want a bomber 
base at El Copero anyway. They wanted to move it to Zaragoza 
where a fighter strip was already under development. At about this 
same time the Air Materiel Command decided that they wanted a new 
concept for supply so that left them the existing base with nothing 
much in the way of basic functions that were originally planned. 
After quite a bit, they settled on this base in San Pablo and the 
Spanish Government bought something less than 800 acres of land, 
including some with olive groves on it. With the reduction in the 
mission of San Pablo, quite a bit of the land that was required is 
apparently now excess to the current needs of the Air Force. It is my 
understanding that it will be returned for disposition. I have no 
current information as to what the disposition of that excess land will 
be. I was down there and the olive trees are still intact. 

Mr. Fascetz. Let me interrupt just a moment. 

Mr. Aldrich, Mr. Hinman did a fine job in your absence. 

Mr. Axpricu. I am glad he did such a good job, Mr. Chairman. 

Mr. Fasceti. We are now going into other phases here. You are 
welcome to stay if you like, but feel free to do as you like. 

Mr. Aupricu. I am quite free now. 

Mr. Fascetx. I am not aware of the requirements involved, nor the 
factors that went into the consideration of the San Pablo site. That 
is near Seville; is it not? 
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Mr. Brtu. Yes, very close. 

Mr. Fasceiu. Zaragoza ? 

Mr. Betu. That is up in the northeast. 

Mr. Fascetyi. They are both on the pipeline, but what about the 
towns? That is what I am thinking of, their habitation facilities at 
Zaragoza. 

Mr. Bex. I have not been to Zaragoza. 

Colonel Yount. It is a very large town and we have a good number 
of officers and airmen up there. They do not have trouble in getting 
accommodations in town. Weare building rental-guaranteed housing 
up there and that is under construction. We have a certain amount 
of on-base housing and we do not anticipate problems at Zaragoza or 
at San Pablo. 

Mr. Fascety. The move to Zaragoza was decided upon after the 
base at San Pablo was built? 

Mr. Bewu. No; prior to that. 

Mr. Fascetu. The only thing involved then was, not construction 
funds but land acquisition ? 

Mr. Bexu. I think it was altered service plans. The Strategic Air 
Command wanted to relocate this base. 

Mr. Fascetx. I got that all right, but I wondered how far we got 
along with the expenditures on San Pablo before we moved to a 
comparable location. 

Mr. Betx. We built an apron there, a parking apron, which is now 
in existence. It is just a plain concrete parking apron, relatively 
thick. It does not have any fueling capacity. 

Mr. Fasceti. That was an existing Shanich facility ? 

Mr. Betu. Yes, and the Spanish runway is still there. 

Mr. Fascett. The U sited States had gotten into some construction 
at San Pablo? 

Mr. Bett. Principally, I think, this apron. I do not recall if there 
was anything else—some excavation had started. There is under 
construction there now a number of buildings. 

Mr. Fascett. Did they have a warehouse completed ? 

Mr. Betu. I do not think so. 

Mr. Fasceti. What I was trying to find out is the extent of the ex- 
penditure of funds before these moves came about. 

Colonel Yount. The move that he is talking about now, sir, did not 
affect the construction program at San Pablo at all. It was our 
original intention to use the facility that he mentioned in the first 
place. 

Mr. Fascetz. Right. 

Colonel Yount. After it became evident from an architect-engineer 
survey that that land would be subject to flooding under unusual 
conditions 

Mr. Fascetzi. You are talking about San Pablo? 

Colonel Yount. No. El Copero. We put a portion of our facil- 
ities, depot facilities, at San Pablo and the bomber facilities also 
programed, were moved to Zaragoza where we already had a base in 
existence and already doing construction. No work was done at San 
Pablo previous to this change or anything like that. This change 
itself had no effect on that. 

Mr. Fasceti. Or El Copero? 

Colonel Yount. No construction. 
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Mr. Fascexx. Site testing? 

Colonel Yount. The aoe thing we did was a survey of the site 
facilities on the spot to see if we would be subject to flooding. 

Mr. Montcomery. The factor that did have an effect upon San 
Pablo was a change in the supply concept ? 

Colonel Yount. That was covered this morning; yes, sir. 

Mr. Fascetu. There, again, there was no actual construction in- 
volved prior to the time of the change? 

Mr. Brut. At the time all these discussions took place, there was no 
construction underway, it ismy understanding. 

Mr. Fascetxt. The only excesses generated were land excesses, is 
that right? 

Mr. Betz. Land excess or perhaps parking apron. A re 
apron without taxiways is not of too much value. It probably will 
be used ultimately. You have a MATS operation running out of 
San Pablo airfield now. 

Colonel Yount. As to any construction there, if we can go into 
executive session, I could explain a little better. 

Mr. Fascexu. I do not think there is any confusion. 

Colonel Younv. I could explain as to why we made the changes. 

Mr. Fascetx. I do not think it is necessary to get into the military 
judgment involved. The only thing I am interested in is the amount 
of money expended at the time the change was made, if any. 

Colonel Yount. As far as the switch from El Copero and San 
Pablo, this was a survey decision and at that time we had not under- 
taken any construction at all anywhere in Spain. We were still survey- 
ing all the bases and drawing up master plans. 

| Mr. Fascett. Then I misunderstand, because I understood him to 
say that there was a concrete apron built. 

Mr. Betu. After these discussions ; yes. 

Mr. Monteomery. Is it the General Accounting Office view that 
these support facilities could have as well been located at some other 
place ? 

Mr. Bet. If you look at this thing from the standpoint of ignoring 
any military or political considerations, it would be my own feeling 
that these facilities probably could have been placed somewhere else. 
If, for strategic reasons 

Mr. Fascetu. The question is whether it is desirable from a mili- 
tary standpoint ? 

Mr. Beii. Exactly. Otherwise, they could easily have been put 
someplace else and probably at some saving in cost. The question 
here, I think, is military considerations. 

Mr. Fascetu. I do not see how you can save any money if you were 
told to build it someplace else. 

Mr. Bet. By simply enlarging other facilities rather than building 
new ones. 

Mr. Fascetz. I do not follow that quite. You still are talking 
about spending money, whether you build them from scratch or en- 
large what you have. 

Mr. Bet. Some of the facilities, for instance at San Pablo, from 
the information that we have—you may not have exactly the same 
facilities as at another base but you may lie similar things with sim- 
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had not been a military need for San Pablo, some money would have 
been saved. How much, I donot know. 

Mr. Fascett. I think the general said this morning that they were 
contemplating a $9 million expenditure. 

Mr. Monteomery. Do you have any comments that you would like 
to make concerning the findings discussed this morning on the POL 
pipeline construction ? 

Mr. Bett. Again, I can only add some clarification, I think. This 
thing of coal tar versus asphalt base is, of course, an engineering de- 
cision. An expert brought from Tulsa, Okla., to Spain had advised 
several months previously the use of the coal tar rather than asphalt. 

The expert was prepared to come over here in the fall, but his trip 
was delayed until sometime in May when he finally got here. At that 
time he made his very firm recommendation which was accepted that 
coal tar would do a better job. In the meantime, because of the timing 
involved, the subcontractor back in the United States had already 
placed his purchase orders and he had to cancel them. He had char- 
tered a ship to bring the material over here. He also had to cancel 
the ship charter and charter another one. He did have that addi- 
tional expense, but this is kind of a sad story because the ship that 
finally came over got caught in a hurricane and there was a lot of 
damage that had to be repaired so the ship did not get here until 
sometime in September. 

In the meantime, the contractor was ready to work but August 
and September were gone. They were both supposedly good con- 
struction months and he filed a claim for time lost during those 
months. He also filed a claim for additional costs incurred in the 
handling of heavy material. He had about four claims, as I re- 
member now, in a total amount in the neighborhood of $0.5 million. 
They have not been adjudicated to that extent and in fact several 
of them are still pending. 

Mr. Fasceti. We understood this morning, or at least we got the 
impression from direct statements, that the recommendation here 
was based on getting the one that could do the best job, regardless 
of cost. Evidently a different decision had been reached in Wash- 
ington and in an effort to try to save some funds since asphalt was 
cheaper. 

Mr. Beuu. I think the additional cost of the coal tar versus the 
asphalt should not even be considered as an additional cost. If they 
made the decision initially to use that, that is what the cost would have 
been. 

Mr. Fasce.y. I agree with you. 

Mr. Bet. The additional cost was double shipping charges and 
the unforeseen hurricane the ship ran into, which caused quite a bit 
of repair work to be done, and the loss of construction time estimated 
at 60 days. 

Mr. Fascetx. I also understood that as far as the local fieldmen 
were concerned, they were not too keen about this alternative type 
of award to start with anyway. 

Mr. Betx. [have no idea. 

Mr. Fasceti. That is what I understood him to say. 

Mr. Monteomery. The next point I would touch on, and I think the 
General Accounting Office would have a great deal of interest in this, 
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and could probably be of considerable help, is the question involved 
= the conversion of these cost-plus fixed-fee contracts to a fixed price 
asis. 

Mr. Fascett. Yes; I would like to have the General Accounting 
Office give us something on that. 

Mr. Montcomery. What work, if any, did the General Accounting 
Office do on the conversion of the architect contract ? 

Mr. Bei. We did quite a bit of work in retracing the steps taken 
by the various parties in this agreement. We made a recalculation 
of the total costs under it on an assumed basis of the cost plus as 
opposed to the lump sum. Based on simple arithmetic only, the prime 
contractor received somewhere in the neighborhood of $200,000 more 
under the lump-sum contract than he would have received under the 
original contract. In support of giving him the additional profit, 
there was the statement made that there was some justification because 
he had some risks that he did not have before. 

Under a cost-plus contract, a contractor assumes few risks. He has 
to be on the job and working, but he is not responsible and you cannot 
assess liquidated damages against him, for not completing the job 
on time as is possible with other types of contracts. I am inclined to 
the opinion that where the work can be refined clearly enough so that 
you can arrive at a reasonable estimate as to what will be done, prob- 
ably it is in the best interests of all concerned to convert to a fixed- 
price contract. 

Mr. Fascett. At what point in time should that be done? 

Mr. Bet. I think it would vary entirely upon the circumstances. 
| Let us say you take a contract for the production of airplanes 
Mr. Fasceti. Excuse me, but I understood Captain Church to say 
| that when he got into this thing it was 75 percent completed and he 
| immediately went into reviewing it and changing it from a cost-plus- 
| fixed-fee to a lump-sum contract. 

| Mr. Bet. Actually, when converted, the estimates that we had 
| were that the work was 87 percent completed and the money 86 
| percent gone. 

Mr. Fasceru. In order to determine whether or not you have a 
contract refined in order to convert, you have to do a lot of work 
before you put somebody to the work of converting. Therefore, it was 
obvious that a decision was made to convert before a decision was 
made to refine. Do I make myself clear? 

Mr. Bett. I understand perfectly. 

Mr. Fascety. This decision had nothing to do with refinement or 
definition or anything else. It was a decision to convert, period. That 
is the way I see it. 

Mr. Betu. The reason advanced by the Navy for conversion of this 
| program is, No. 1, they feel that it got the contractor out of Spain 

faster. 

Mr. Fascety. That is desirable. 

Mr. Betz. The second thing was, as I recall, that it was in accord- 
ance with congressional intent. 

The third thing was that it gave them a good trial for the up- 
coming conversion or expected conversion. 

Mr. Fascetu. This is a good but I wonder about doing this when 
you are 87 percent through ¢ 
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Mr. Betu. It seems rather late in the game to convert. Usually, 
I think the practice is anytime after 50 or 60 percent in a construction 
contract. 

Mr. Fascett. You ought to be in a position to refine it down to 
convert ? 

Mr. Betx. Yes; I think that is generally true. It would vary ac- 
cording to circumstances. At 87 percent you ought to be almost cer- 
tain, not just sure. 

Mr. Fascetx. You said that the contractor in this one case was 
paid $200,000 more? 

Mr. Brit. On the basis of simple arithmetic. There are other 
factors to be considered. 

Mr. Fascetz. The captain said this morning that there was a mil- 
lion-dollar differential, of which about $500,000 he attributed to direct 
savings. I cannot reconcile these two statements, and I wonder if 
you can help me? 

Mr. Bet. I had a little trouble with that myself, Mr. Chairman. 
I did not see the figures that Captain Church had, but I believe that 
he is referring to the original cost estimate which is a part of the 
contract. 

Mr. Fascert. And the basis upon which he computed the differ- 
ential that he is talking about ? 

Mr. Bett. Yes, sir. 

Mr. Fascetx. The original cost estimate as against what he actu- 
ally settled for was a million dollars differential ? 

Mr. Bewu. Yes. 

Mr. Fascetx. What is your $200,000 figure based on ? 

Mr. Bet. That figure is based on the actual work yet to be per- 
formed and the estimates that had been prepared to carry out the 
additional work as opposed to what was actually paid to the con- 
tractor. 

Mr. Fascexy. If we refined and defined and paid for up to this 
point, you would have X amount of money and in order to complete 
the job it would take $200,000 more than what it would have taken 
had the whole thing been refined out to start with ? 

Mr. Bextx. That is approximately right; yes. I am afraid that 
in comparing Captain Church’s figures, and what I am talking about 
now, is a case of comparing apples and oranges. I did not have a full 
understanding of the basis for his statement. 

Mr. Fasceiu. I understand. Will you review again for me the 
basis upon which GAO feels that there is $200,000 additional pay- 
ment to the contractor for work to be performed to complete the job? 

Mr. Bett. It is almost as simple as this. We have $2,300,000 of 
work to be done. On the basis of a cost-plus contract the contractor’s 
profit would be figured at 7 percent, and under a lump-sum contract he 
could get 20 percent. In this 20 percent are contingencies and a lot of 
things that would not be allowed under a cost-plus contract. 

Mr. Montcomery. Of course, nothing has been done yet on the con- 
version of the Brown, Raymond & Walsh contract. I assume that 
the General Accounting Office will have a very active interest in that? 

Mr. Betu. Yes. 

Mr. Fascetu. This isthe one involving $100 million ? 

Mr. Bett. Approximately. 
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Mr. Fascett. At what stage in this contract are we, percentage- 
wise ? 

Mr. Bett. Somewhere in the neighborhood of 75 percent com- 
pleted. 

Mr. Fascett. How long have we been working on conversion ? 

Mr. Betz. Actually, I think it has been mostly in the talking stage 
up until recently. The Bureau of Yards and Docks now has this 
engineering from here in Spain which is making a separate study to 
give the officer in charge of construction their estimate of the value 
of additional work to be done. The officer in charge of construction 
will have that, and he also will have his own staff which will prepare 
an estimate. 

Mr. Fascett. When there is a conversion on these types of things, 
do they convert on things already completed or work to be per- 
formed ? 

Mr. Betu. Work to be performed, generally. 

We settle for cash on what has been done and an agreement, almost 
like an amendment, for additional work to be done on a fixed-price 
basis. 

Mr. Fascetz. The only reason for converting then would be in the 
hopes of getting a be etter deal for the United States Government 
in the expenditure of funds? 

Mr. Bex. That is it, plus, when we start to convert a contract | 
you have a way of firming up plans, too. That sometimes is it. It | 
might not be decided today, and it might be decided next month. If 
we have to settle, we will decide it today. 

Mr. Fascetuz. If this is true, then it would seem that the best nor- 
mal procedure would be to move into conversion or make a determina- 
tion on conversion just as quick as it is possible to do so. 

Mr. Bey. Yes; I think that is right. 

I started to say that in a production contract where you award a 
contract for the production of aircraft engines, or something like 
that, with a price redetermination clause under which you attempt 
to set a point of 30 or 40 percent of production, at that point we 
should know what the cost experience has been, and we can arrive 
at a firm price for the rest of the contract. 

Mr. Fasceri. You use your best judgment in working that out é 

Mr. Bex. Yes. 

Mr. Fasceityt. And take out any fat in the process ? 

Mr. Bewu. Yes. 

Mr. Fascetx. Did I understand on this larger contract, _ involving 
$100 million of construction to be performed, that it is 75 percent 
completed ? 

Mr. Bety. The work in Spain, the total Spanish base completion, as 
I understand it, is about 75 percent. 

Mr. Fascerzt. Then it is possible that if we can define this thing 
out within a reasonable length of time that economy could still be 
effected on that part of the contract not yet complete ? 

Mr. Brew. Yes. 

Mr. Fascetxi. Substantial econom 

Mr. Betz. Yes; if it is not taliiale, there is no point in converting. 

Mr. Fascett. It is a question of the Government then determining 
whic his the best deal for the Government? That is, the United States 
Government ? 

Mr. Betti. Yes. 
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Mr. Fascetx. In order to make a determination you have to spend 
some money to find out what your position is. In other words, to find 
out which is the best way to go? 

Mr. Betu. Exactly. 

Mr. Fasce.u. It would seem to me that with $100 million involved 
on work yet to be performed, it would be worth the cost to find out 
what your position is to determine which way you should go. 

Mr. Bex. As I understand it, the cost of this contract is something 
in the neighborhood of $150 000. It could be the cheapest $150,000 we 
had ever spent and it could also be completely wasted. 

Mr. Fascretz. That is a chance you take. Maybe we should have 
spent it earlier ? 

Mr. Bex. Possibly. Our question in this particular area was when 
the engineer firm was hired. This is not a usual thing. In fact, I 
only know of three other cases where this has been done. 

Mr. Fasceitzi. You mean the hiring of outsiders? 

Mr. Bett. The hiring of outsiders to help you develop an estimate 
of cost for completing the work. 

Mr. Fascetu. I was wondering about that myself. 

Go ahead. 

Mr. Bett. I discussed this back with the Chief of Bureau of Yards 
and Docks and it developed that Captain Church had written the 
Bureau and asked them to send engineers over here to help them de- 
velop the estimates. They said, “We simply do not have any.” 

Mr. Fasceiu. From a personnel standpoint, they did not have the 
people? 

Mr. Betz. Yes; this was the second best solution. 

Mr. Fascetx. Is this something that could normally be done by the 
navy auditing team and General Accounting Office ¢ 

Mr. Bert. “No; it requires engineers Auditors can help but it is 
basically an engineering problem. 

Mr. Fascert. Translated into dollars? 

Mr. Betx. Yes. 

Mr. Fasceti. That was the reason for hiring this engineering firm ? 

M. Betx. Yes. 

Mr. Fasceti. Could all of this have been done at the time the con- 
tracts were let? In other words, could the United States Government 
have hired an engineering outfit to start with ? 

Mr. Bett. I do not believe so. To start with, the development of the 
Spanish base complex over here has never and probably could not have 
assumed the proportions of blueprints for building a house. We had 
bases in the States. We already had plans for those particular bases 
but to suit the plans to the terrain here and develop specific con- 
struction plans was something that could not be done, in my opinion, in 
the early stages. 

Mr. Fascetx. We are talking about what year now? 

Mr. Betz. At the time that I knew of 

Mr. Fascetx. 1953 when this thing was negotiated ? 

Colonel Yount. 1953. 

Mr. Bert. The contractor did not get here until 1954. 

Mr. Fasceitt. It was evidently an urgent aspect of the program 
that had some consideration on how detailed you could get? 
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Mr. Bewt. That is right. Even now with the contract changing in 
criteria, it is very doubtful if you could have done much in the early 
days for establishing this construction job on a fixed-price basis. I 
just do not think it was that firm. 

Mr. Fasceti. I know how that is because I have been trying to get 
some information with respect to a matter in the States on just what 
the criteria will be, so we will know what the ultimate utilization will 
be. It has been over 18 months now and every time I inquire it has 
changed. I do not know how anybody could program. I am wonder- 
ing about the process that makes all this necessary or brings it about. 

One day it is excess and the next day it is not. One day they have 
the money for it and the next day they do not. One day the Depart- 
ment of Defense says yes, and the next day they say no. Then some 
other little criteria changes along the line and Congress gets into the 
act. 

It would seem with respect to this one, however, that you would 
have a pretty fixed program in mind at the time you moved in. That 
is, in Spain. 

Mr. Bex. I am quite sure they did. They developed master plans 
for each and every base. A master plan is not a set of construction 
drawings. 

Mr. Fascetx. Just preliminary ? 

Mr. Bexu. They have a lot of things in them. For example, studies 
of terrain. They give you a running story of the base for use after- 
ward. It is quite comprehensive, and I think they cost in the neigh- 
borhood of $110,000 or $125,000 per set. 

Mr. Montcomery. That is all, unless the General Accounting Office 
wishes to comment on the military-aid program discussed this morn- 
ing sac also the no-profits situation. 

r. Fascett I have some questions on that. I was not sure about 
the relationship of the several programs involved here dealing with 
military funds. I would like to rehash that for a minute to make 
sure that I have it clear in my mind. 

No. 1, the basic agreement of understanding dealing with base con- 
struction in Spain for which the United States gave an agreed con- 
sideration ; is that correct ? 

Mr. Betz. We have three agreements really. We have one for the 
construction of the bases. We have another which is the military 
assistance program, and the third one which is the economic assist- 
ance program. 

Mr. Fascetx. That is defense support ? 

Mr. Bev. Yes; these three things are very interrelated. 

Mr. Fasceti. Wait a minute. We have Public Law 680 in here 
somewhere. 

Mr. Axpricu. That is not tied in with those three. That came a 
year or so later. That is surplus agricultural product disposal. 

Mr. Fascety. That is an area out of which funds are expended ? 

Mr. Axpricu. That is true. 

Mr. Hryman. Not in any volume for military purposes. 

Mr. Betu. As to the military construction, the way the funding 
program works is that the Air Force and the Navy determine what 
the probable ultimate cost of an individual base will be in terms of 
dollars. This is the amount for which they get authorization from 
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Congress. However, from these aid programs, pesetas are generated 
in which 10 percent of the pesetas go for administrative expenses, 30 
percent goes for approved Spanish improvement projects, and 60 
percent comes into this construction program to be used either for 
construction or for the maintenance of the bases after they are built. 
Thus we have a base that we estimate will cost $60 million and that 
will be the dollars involved, but the United States Treasury probably 
would finance, we will assume, $40 million of it and the pesetas would 
pick up $20 million. These percentages are meaningless. 

tv: Wasi: There are several things I am not clear about. 

One, the generation of pesetas, as I understand it, for the military- 
aid program. 

Colonel Cuties. Not military; economic aid. Military aid isa dead 
load. 

Mr. Fascett. When you are talking about pesetas, you are talking 
about their being generated how ¢ 

Colonel Cures. From the economic-aid program throygh the same 
means as we have in the other countries. 

Mr. Hinman. The sale of imported goods. 

Mr. Atpricu. Defense-support-aid program. That generates 
pesetas. 

Mr. Betx. Imported goods are paid for and then the person who 
buys the goods pays the money to the Spanish Government and that 
money goes into a pot or revolving fund from which these pesetas are 
drawn. 

Mr. Fasce.u. I was trying to find out of what fund the original 
goods are charged. That is, the merchandise or goods shipped to 
this country. The local currency is generated in that way oo then— 
Question: What appropriated funds are the goods charged to? 

Mr. Aupricu. Mr. Chairman, out of the original defense-support 
funds appropriated each year by Congress. 

Mr. Fasceti. Defense-support moneys ? 

Mr. Avpricu. That is right. 

Mr. Fascet.. That is the thing we have not gotten straightened 
until now; although Mr. Hinman covered it, it did not penetrate. 

Mr. Avpricu. That totals $300 million through fiscal year 1957, 
June 30. 

Mr. Fascety. Public Law 480 is an independent agreement which 
may or may not touch upon military matters, depending on what the 
agreements are in respect to the generation of those funds? 

Mr. Hinman. Exactly. 

Mr. Fasceti. None of those funds is convertible? 

Mr. Hinman. That is right. Let me qualify that just a bit. 

The money which is loaned to the Spanish from Public Law 480 
proceeds for economic development is loaned under terms that they 
may repay the dollars or local currency. The interest is cheaper if 
it is one as against the other, that is the only advantage. 

Mr. Fasceii. Are these defense support moneys under the old sec- 
tion of the law, 80 percent of which had to be in reimbursable transac- 
tions, as I recall it ? 

Mr. Aupricu. No, I think you may be referring to the so-called 
McCarran amendment. 
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Mr. Fascett. No, I was talking about the old Mutual Security Act. 
Prior to 1957 the Mutual Security Act meant that under development 
you had defense support, development assistance, and what not. 
Eighty percent of development assistance had to be on a reimbursable 
basis, but none of this money under these Spanish agreements came 
out of this section of the law. That came out of defense support, as 
T understand it. 

Mr. Hinman. That is right. There is none of that development 
money in Spain. 

Mr. Fascetx. The thing I am wondering about at this point is this: 
Defense support is administered by ICA, which is an economic-politi- 
cal matter, and yet the agreement was primarily a military agreement 
between the United States and Spain. I guess they wrap them all in 
one? Isthat what we did with the two countries ? 

Colonel Cuties. There are three separate agreements, but they are 
interlaced and interdependent really. 

Mr. Fascaiu. I understand that, but what I am getting at is that 
the money which is drawn is chargeable to ICA and not to the De- 
partment of Defense under appropriated funds for ISA. 

Colonel Cuites. Right. 

Mr. Fascexu. I have been through this before in the Foreign Affairs 
Committee in trying to get the funds into the proper channel and I 
still think it ought to be done that way and we ought to separate them. 
T imagine that is what the General Accounting Office is interested in. 

Is that what brought about this whole subject ? 

Mr. Buatr. You mean military aid ? 

Mr. Fascetu. Yes. 

Mr. Buatr. That decision was made in Washington, Mr. Chairman. 

Mr. Fascetu. I understand that. 

Mr. Buatr. I do not know what factors entered into that. I do know 
that we had conducted certain limited examinations in Europe and 
found that corrective action was required in various areas. It could 
well be that that preknowledge on the part of the past director in 
going back pointed up the need for a look-see at the whole program. 

At the same time, the whole question of the country’s commitments 
on aid is a matter of prime concern to the President and to the Con- 
gress. In an effort to be helpful and submit information to be con- 
sidered by the Congress and the Appropriations Committees, it was 
deemed advisable to collect the data and see what the status of the 
situation was. 

Mr. Fascenx. I think we pretty well covered what the status is. 
Whether or not we can agree with the way the allocation of appro- 
priated funds is made is something else again. 

Mr. Betz. Actually, Mr. Chairman, that was not one of the consid- 
erations in the examination just completed and the report just released. 
Primarily, and to understate it considerably, the examination was 
made for the purpose of determining whether more aid is being pro- 
gramed than a country has the ability to absorb. 

Mr. Fascetn, What other factors were there in this thing? 

Mr. Montcomery. The no-profit factor is the only other one 
discussed. 

Mr. Fascety. I think that the captain this morning said that they 
had negotiated one of those agreements and were in the process of 
working on the other. 


———————————e ltt 
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Mr. Buatr. I believe what he testified to, Mr. Chairman, was that 
with respect to the Bureau of Ships contract for ship modernization 
they had negotiated the profit element out of that particular contract. 
However, with respect to the Bureau of Yards and Docks contract 
for construction of dock facilities at El Ferrol, the Navy made the 
decision to allow the profit in that particular case. 

The European branch position was that it appeared to be incon- 
sistent for 1 department of our Government to deal with 1 Spanish 
instrumentality in 2 different ways. The justification advanced for 
it is that the ship-modernization contract is a contract awarded under 
the offshore-procurement program 

Mr. Fasceu. Covered by a bilateral agreement ? 

Mr. Buarr. The terms of the contract provided that there would 
be no profit allowed. Bazan is serving as a manager in the subcontract 
and they have eliminated that profit. However, in going back to the 
other contract, which is a part of the construction program, I believe, 
Mr. Stalling, the counsel, testified as to the decision of the Navy Chief 
Counsel in Washington that the latter contract did not come under 
OSP and they did not think the same reasoning applied. 

It was the European branch position that the same theory applied. 
It appeared to us that the foreign government should not benefit 

Mr. Fascetu. I agree with that, and I think, also, they thought that 
in this case they felt it would not have amounted materially to very 
much in dollars, one way or the other. I do not recall how that was 

ut. 

Mr. Buatr. We discovered the problem when the Director of Audits 
was on asurvey trip. At that time, he raised a question as to the right 
of the Bureau of Ships to enter into this contract under mutual secu- 
rity. During the course of the examination of their contract, we 
found this clause. We raised this question and discussed it with the 
Bureau of Ships man when he came through. Navy carried the ball 
and did negotiate the profit out. 

We pressed the matter further, requesting the Navy to consider the 
possibility of attempting to eliminate the question of profits with 
Government instrumentalities on the construction program. It is a 
problem that will require additional study in view of the fact that 
this determination on the amount of money involved 

Mr. Fascety. Can you tell us what the amount of money was, and 
whether it was substantial? It did seem to me that would be a better 
part of policy to have the same principle apply, regardless of the type 
of contracting or purchasing that seems to be done. It just seemed 
like good business to me. 

Mr. Buarr. I think that states the problem and the issues involved. 

Mr. Fascett. Who was it, Mr. Stalling? What did he say as to 
the amount of money involved in this later contract ? 

Mr. Buatr. The El Ferrol ? 

Mr. Fascetu. Yes. 

Colonel Yount. $3 million, I believe. I would have to check the 
figures. 

Mr. Fascetn. I remember that, and there was a question of the 


percentage of profit applied to that total amount that could be in- 
volved. 
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Mr. Hrroncock. If I may, Mr. Chairman, I would like to offer 
an observation : There is a distinction in the case of El Ferrol. They 
are using Bazan, in effect, as a commercial company to construct 
facilities for our Navy. In the other case, we are using Bazan as an 
agency to construct facilities for the Spanish Navy which we are 
helping the Spanish Navy to modernize. This latter case does come 
under the terms of the offshore-procurement memorandum of under- 
standing and certainly, as we understand it, of the type where profits 
should be excluded. In the former, the rationale has been—and it 
has been Washington rationale—that the profits under base contracts 
are allowable. 

Mr. Fascett. We understand that it is a matter of policy. The 
only point I am making is that I would be inclined to agree if you 
are going to have a policy that you should have it apply all the way 
down the line. It does not change the principle of the fact that it 
would be a good idea to have an overall policy. I would subscribe to 
that without too much trouble, as a matter of policy primarily. I 
do not think that the United States ought to pay it regardless. 

Colonel Cuirxzs. Just to reinforce Mr. Hitchcock, if the United 
States Government is going to buy something from somebody almost 
all over the world, and if it is not involved in military use or assistance, 
just buying equipment, that person can expect to make a profit. 

Mr. Fascext. There is no question about that. The only time you 
have any problem is when it involves a foreign government or agency 
of that government. 

Colonel Cuites. The Spanish outfit building something for the 
Spanish and then they should not make a profit out of that. 

Mr. Fascetxi. I am not sure that I agree with the rationale that was 
decided upon as a matter of policy in Washington. 

That is all I was saying. I would be inclined to agree that if you 
are going to apply the principle, you ought to apply it all the way 
across the board. 

I think that about covers it. 

I want to thank you again. You have been with us for several 
weeks, and I know that we have disrupted a great deal of your work 
and effort. We do want to pay you our sincere appreciation, to you 
and your staff, Mr. Blair, as well as the rest of these people who have 
given us every assistance and cooperation. 

Mr. Betu. We all appreciate the opportunity to help. 

Mr. Fascetx. Thank you. 

We appreciate your being with us today and helping us out and 
giving us your understanding of these problems. 

The magnitude of them has never failed to be one which is held 
before us at all times, and we have always tried to be—I am sure that 
the General Accounting Office follows the same policy—as objective 
ne constructive as we can so as to do the best job for the United 

tates. 

I know that it has been our experience wherever we have been with 
respect to the men in the field charged with the responsibility of carry- 
ing out the executive functions that they, too, have approached it from 
that standpoint. 

While we might have disagreements and our interpretations vary, 
we are all trying to accomplish the same thing. 


———E——— 
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I certainly here today in Madrid think that we can say that we have 
been impressed with the knowledge and the ability of the men who 
have been with the missions and who have the job to do. 

Mrs. Harden, do you have anything to add? ; 

Mrs. Harven. Mr. Chairman, I would like to express my apprecia- 
tion and gratitude for the courtesy and cooperation which Mr. Blair 
and his staff and the military department, and also the State Depart- 
ment, have given to us on this trip. 

You have been very cooperative, and we appreciate it. 

I might add, Mr. Chairman, that if there are some corrections that 
need to be made, and if this does rest in the Defense Department with 
our present Secretary of Defense, I understand that he has a great 
deal of experience in cleaning things up. Maybe he can take care of 
these matters also. 


Mr. Fascetz. Do you gentlemen have anything you want to say 
before we conclude? 

Mr. Micuet. If I would say anything, it would be to the effect that 
the chairman has been most considerate of the minority during the 
entire tour. We have enjoyed it very much, and I must say, too, in 
shoring up the chairman’s observations, we have been very impressed 
with the type and caliber of the men, particularly in the military, 
who have given us these briefings in the countries throughout Europe. 

I know that when we go back home we will be much better equipped 
to discuss these pressing problems with our constituents and colleagues 
by virtue of the wealth of information acquired on this trip. 

Mr. May. I could echo what my other two colleagues on the mi- 
nority have said but I also want to congratulate the chairman and 
his staff for a most efficient and objective job. When he first started 
out, it was observed that this did not enter into the realm of partisan 
politics. It was observed that many of these programs originated 
under both administrations and the chairman has adhered to that all 
the way through in the proceedings and in the way he has operated 
aschairman. I want to congratulate him for that. 

I want to echo what has been said about the high caliber of the 
United States officials that we have seen here in Europe and in all 
phases of the operation and the positions that they hold. There is 
no question but that this is a big country with many big problems 
throughout the world. I have seen corporations right In my own 
district that make mistakes and I am sure that in any operation of this 
size, mistakes will be made, but with the type of peonls that we have 
trying to straighten them out and make them more efficient, that is 
the only thing that can result, and the end result will be greater se- 
curity and savings to the United States taxpayer. 

That is what we are all after and possibly a little more informa- 
tion to the Congress and to the public as to the magnitude of the op- 
erations that are required to maintain peace in the world with Amer- 
ica’s position of leadership, which I think is all important and should 
be told at every opportunity so that we can have knowledge of how 
Congress votes and why the public should support various programs 
or not support them. 

Mr. Fascetx. I appreciate that, Mr. May. 

While we are speaking here of these things, I think it is very im- 
portant that we have an opportunity to do that which has been done. 
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Ido not have to tell anybody the difficulties that are encountered 
with respect to mutual security. Defense Department appropriations, 
and other matters. 

Therefore, anything which will tend to dispel any misconceptions, 
misapprehensions, or misunderstandings, ought to, by all means, .be 
done, whether those exist in the minds of Congress or the minds of 
the American people who ultimately will decide what it is that we are 
trying to do. 

Those of you who are in the field—I am saying this not only to the 
State Department and the military people who are here today but 
those who have been in other areas we have visited have a thorough 
understanding and comprehension of the objectives of the United 
States in the free ere There is no doubt about what your po- 
sition is or what your mission or desire is, nor your ability, but I am 
afraid that this is not always understood. Therefore, it is our job, 
as Members of Congress, to understand this thing objectively, con- 
structively criticize where necessary, and commend where it is proper 
to do so. 

Then we have to translate all this to the public so that they will 
have a better understanding and Congress can take the action to back 
up what it is that you men are trying to do. 

I am afraid that this position of Congress is not always under- 
stood, which leads to some misapprehensions and misunderstandings 
not only in the field, but in Washington. 

I am hopeful that what we have done, therefore, has been mutually 
beneficial and that we will have a better basis of communication and 
understanding. 

While we are closing up the record at this point, I would like to 
thank my colleagues, and the staff who have worked with all of us 
very hard and have been patient on a very tough trip—we are not 
through yet because we still have to go back and get this report out— 
so, while I am patting you on the back, I will be looking forward 
to a couple of months from now when I hope to get your report. 

Thank you very much, all. 

The committee stands adjourned. 

(Whereupon, the hearing was adjourned at 5: 50 p. m.) 


EXHIBIT 1 


Report ON HISTORY, ORGANIZATION, AND OPERATIONS OF THE EUROPEAN BRANOH, 
UNITED STATES GENERAL ACCOUNTING OFFICE, May 31, 1957 


HISTORY AND BACKGROUND 


As a result of a survey made early in 1952 and extensive congressional interest, 
the European Branch of the General Accounting Office was established in August 
1952, with headquarters at Paris, France. At the same time, a field station was 
opened at London, England. Subsequently, three additional field stations were 
established in cities of Rome, Italy (December 1952), Frankfurt, Germany (Jan- 
tary 1953), and Madrid, Spain (May 1954). 

The branch is responsible for all work of the General Accounting Office in 
Europe, North Africa and the Near East. The work in North Africa and the 
Near East is accomplished, for the most part, by personnel attached to the 
Paris office. For this reason among others, it has been necessary to maintain a 
sizable operating staff in Paris. 

Extracts from basie statutes prescribing General Accounting Office duties and 
responsibilities applicable to the European Branch are set forth in annex A. 
Copies of Comptroller General’s Orders Nos. 1.39 and 2.28 establishing the branch 
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and defining its functions are attached as annexes B and C. Also attached 
is a copy of a memorandum dated August 25, 1955 (annex D), which provides 
that all correspondence and reports from the branch will be forwarded to the 
Assistant Comptroller General for disposition. 


ORGANIZATION 


The Director of the Branch is responsible directly to the Comptroller General 
of the United States, through the Assistant Comptroller General, for the admin- 
istration and technical functions of the Branch. 

The Assistant Director of the Branch, program supervisors, and field station 
managers function under the immediate supervision of the Director. 

See annex E for a more detailed description of the organization of the branch, 
annex F for a list of personnel occupying key positions, and annex G for an 
organization and personnel chart as of May 31, 1957. 

The Branch has 64 approved positions, with 57 currently on the rolls—11 
administrative or clerical personnel and 46 technical staff members. The tech- 
nical staff members of the Branch are highly qualified to discharge the statutory 
responsibilities of the General Accounting Office in the European area. Thirty 
percent of the technical staff hold certified public accountant certificates and 20 
percent of the technical staff have been admitted to the bar. Three members of 
the staff are eligible to practice before the Supreme Court of the United States. 
A personnel analysis by grade, personnel classification, and professional status 
is contained in annex H. 

A high percentage of personnel have extended their tours of duty in Burope 
beyond the basic 2-year initial period. 

Since the Branch has been in operation, 56 percent of the personnel eligible 
to return to the United States have requested extensions of their assignments in 
the Branch for varying periods of time. 


OPERATIONS 


Generally, the operations of the branch within the accounting and auditing 
fields have been determined by the director and his immediate staff assistants; 
both as to the activities to be reviewed and the scope of coverage to be given 
such activities. In view of the significant sums of taxpayers’ money being spent 
and the limited staff available to the branch, areas wherein large amounts of 
appropriated dollars were programed for expenditure by officials in Europe are, 
of course, given first consideration. The tremendous offshore procurement pro- 
gram initiated by the several military departments is an example of such an 
area. (See annex I.) 


Work planning 


In order to provide the Washington, D. C., office an opportunity to comment 
on proposed work plans and at the same time provide for planned coordination 
of diversified branch activities, suggested work programs are submitted semi- 
annually by the field station managers and program supervisors. The sug- 
gested programs are reviewed by the director and his staff assistants, and cen- 
templated work plans for the succeeding 6-month period are submitted to Wash- 
ington for review and coordination with stateside programs. 

After the projected work programs have been reviewed, each field station 
manager is provided with an approved program which shows, among other things, 
the priority of assignments to be undertaken. Program supervisors are respon- 
sible for the timely preparation of specific review programs to facilitate the 
execution of approved assignments and to assure effective coordination of review 
objectives. 

Liaison arrangements have been established with the several military agencies 
in Europe. They are given advance notice of the general nature of the work to 
be undertaken, and whenever possible, the program superviser or field station 
manager is present at the commencement of a review to apprise management 
officials of the purpose of the visit and the procedures to be followed for dis- 
closing or resolving any problem areas noted. The local agency head is re- 
quested to appoint a liaison officer to keep abreast of our day-to-day findings so 
that responsible officials may be kept well informed of our activities. Also, the 
liaison officer is expected to establish whatever contacts are necessary with per- 
sonnel of other branches or divisions of the agency and to arrange meetings 
for discussion of significant findings during the performance of the review. 





506 GENERAL ACCOUNTING OFFICE IN EUROPE 


At the outset, the local head of the agency is advised of our desire to discuss 
our findings at the conclusion of the work. The primary object of such a final 
interview is not only to verify the factual accuracy of the matters on which our 
conclusions and recommendations are based but to obtain management’s view- 
points, particularly on controversial issues or actions we consider questionable, 
for inclusion in our written report. 


Reporting 


Whenever practicable, management officials in Europe are provided with a 
draft of our proposed report a few days prior to the final interview. Also, the 
draft report, including pertinent comments of management obtained at the exit 
interview, is formally submitted to the highest management official of that 
agency in Europe for written comment. A copy of the report may be furnished 
to the head of the installation or organizational entity reviewed if deemed appro- 
priate or desirable. Upon receipt of the agency’s reply, our findings are further 
evaluated in the light of any additional information or facts furnished. The 
draft report is then submitted to our Washington office along with the agency’s 
comments for appropriate action. 

Since July 1955, the Branch has issued 152 reports. Some of these concerned 
matters which were satisfactorily resolved in Europe. Others have been re- 
ferred to departmental levels in Washington for further consideration and 
action. Some have involved matters of such significance or concern that they 
have been or will be referred to the Congress. Annex J, attached, shows the 
disposition made of the 152 reports submitted by the Branch during the 23- 
month period ended May 31, 1957. 


Areas for improvement 


We are attempting to improve the effectiveness of our administration and 
operations. There are significant areas where improvement can be effected 
and corrective action taken. A brief outline of these areas follows. 

Headquarters staff personnel.—The ratio of “staff” personnel to “operations” 
personnel is considered to be unfavorable. 

To remedy this condition, line authority is being delegated to the several 
program supervisors. (See organization chart, exhibit G.) By so doing, key 
supervisors will be directly responsible for the execution of work assignments 
under specific programs. 

Programing of agency reviews.—The scope of our reviews of agency activities 
in Europe will, within available manpower resources, be broadened to include 
as much as possible of the comprehensive audit concept. Some of the steps 
already taken to achieve this objective follow. 

1. Concentration of available manpower and talent on each review assign- 
ment consistent with staffing requirements. 

2. Performance of preliminary surveys, where necessary, to determine degree 
and depth of coverage. 

3. Preparation of more detailed review programs. 

4. Maintenance of closer liaison and coordination between headquarters and 
field station personnel. 

5. Maintenance of closer coordination with operating divisions in Washington, 
relative to proposed work plans. 

6. Maintenance of close liaison with the agencies with respect to their major 
program and policy changes in order to give effect to them in programing future 
agency reviews. 

Continued efforts will be made along the lines described above to extend the 
degree and depth of our coverage consistent with the need for maintaining a 
balanced review program of United States activities in the Europe, North 
Africa, and Near East areas. 

Improving agency accounting—In the programing of our work and in execu- 
tion of our review responsibilities, more attention will be given to major aspects 
of agency financial administration. This will include an evaluation of the tynes 
and effectiveness of management controls existing within an agency; the sound- 
ness of its financial policies and procedures and the consistency of their applica- 
tion: the timeliness and usefulness of financial reports generated; and the 
degree to which the agency’s systems of programing, budgeting, accounting, and 
reporting have been integrated. We are stressing the need for assisting the 
agencies, to the extent appropriate, to correct deficiencies in their systems and 
management controls and are cooperating in the further development of their 
accounting systems, as required by section 112 (b) of the Budget and Accounting 
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Procedures Act of 1950. In view of the passage of more recent legislation 
which requires the maintenance of agency accounting on an accrual basis as a 
prerequisite to the submission of cost based budgets, we anticipate a need for 
a greater effort by our Office in this direction. 

Processing of reports——Efforts are being made to effect improvements in the 
time required for the headquarters staff to process reports prepared by the 
various field stations. Organizational changes at the headquarters staff level put 
into effect in the fall of 1956 have brought about improvements; however, addi- 
tional improvement is anticipated. 


PAST ACTIVITIES 


Broadly, past reviews by the General Accounting Office in Europe have con- 
cerned the procurement activities of United States agencies in Europe; military 
construction programs in Spain, France, England, and Germany; Army and Air 
Force supply activities, and the military and economic assistance programs. 
While the manpower available has not permitted complete coverage of these vast 
activities, our selective reviews have disclosed many fundamental problem areas ; 
have resulted, in many instances, in effective corrective action; and, in specific 
instances, have achieved substantial savings and recoveries to the United States. 


CURRENT ACTIVITIES 


With the gradual increase in the European staff, it has been possible to extend 
and increase our coverage of areas which have been reviewed in the past and to 
broaden our examinations to activities which we had not been able to review at 
an earlier time. 


Procurement 


Current assignments in the procurement area include the review of offshore 
procurement to determine that exemptions from foreign taxes and other boni- 
fications received by the contractors have been passed on to the United States; 
an examination of the current offshore procurement programs of the United 
States Army, Europe, and the Air Materiel Forces, European area; the adminis- 
tration of contracts by the London Air Procurement District; local purchasing 
activities of the 12th Air Force; and an examination of contracts negotiated by 
the United States Information Agency in Italy. Our examination of procure- 
ment is directed primarily toward the actions leading to the award of contracts 
and their administration after award. Among the conditions which contribute to 
the complexities of procurement abroad and which must be considered during our 
review are those listed below. 

1. The items being procured are sometimes of American design and specification. 
Consequently, the European producer has no prior cost or production experi- 
ence; he must obtain rights to manufacture from the American producer; he 
must obtain technical assistance from the American manufacturer; and he must 
guess how quickly his personnel can absorb the technical assistance and produc- 
tion know-how—all of which tend to result in vague estimates of costs and 
prices. 

2. The procurement directive will frequently direct that the contract be placed 
in certain countries for economic or political reasons or with certain companies 
so as to maintain a previously established production base. As a consequence, 
competitive bidding is eliminated and greater effort and reliance must be placed 
on price analysis and on price negotiations. 

3. As a result of certain policy decisions, contracts will oftentimes be placed 
on a government-to-government basis. In some instances the foreign govern- 
ment does not provide adequate cost estimates, with the result that the procuring 
officer is unable to make a satisfactory cost analysis of the quoted price. The 
procuring officer usually has no control over the selection of the subcontractor 
who performs for the foreign government. Therefore, the contracting officer 
is not in a position to make any firm determination regarding the propriety of 
the contract price. 

Cost-reimbursement-type or redeterminable price contracts are not used exten- 
sively in Europe because (1) price redetermination is foreign to the European 
way of doing business, (2) prime contractors are reluctant to redetermine prices 
on subcontracts, and (8) contracting officers find it difficult to obtain agreement 
with European contractors as to what constitutes costs under their contracts. 
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Construciion 


Our current reviews of construction activities include: the Spanish base 
construction program which is administered by the Bureau of Yards and Docks, 
Department of the Navy, under the general direction of the Secretary of the Air 
Force, the executive agent for the program; the joint construction agency which 
administers construction contracts for the Departments of the Army, Navy, and 
Air Force in various sections of Europe; and construction in the United Kingdom 
and Germany under the supervision of the Department of the Air Force and the 
High Commissioner for Germany. 

Spanish bases—tIiIn Spain, two joint ventures of American firms supervise 
architectural-engineering services and construction for the Bureau of Yards 
and Docks, Department of the Navy. Actual construction is performed by 
Spanish and American subcontractors, In France, the Joint Construction, Agency 
must generally use the services of a French governmental agency for contracts 
exceeding $50,000. The French agency solicits proposals and awards contracts 
subject to the approval of the Joint Construction Agency. A similar situation 
exists in the United Kingdom where the British Air Ministry performs contracting 
services for the United States Air Force. Occupation cost funds (deutschemarks) 
were used to finance construction of base facilities and rehabilitation of airfields 
in Germany. The Army and Air Force contracted directly with German firms 
prior to February 1, 1957; after that date, however, contracting has been carried 
out through the medium of a German governmental agency. 

As construction of bases in Spain progressed, we increased the size of our 
staff in Madrid and developed a program to review the status of construction of 
each project or base on a rotating basis. As the same time, we review the central 
activities of the Joint United States Military Group (JUSMG), the Navy officer 
in charge of construction (OICC), and the prime contractors in Madrid. Con- 
trols over payrolls, purchasing, inventories, and equipment, and accounting and 
reporting procedures are subject to comprehensive examinations. 

Our staff is presently engaged in, or has recently completed, the following 
examinations: 

1. A review of the activities of the Navy Branch Audit Office (NBAO). 
In addition to the periodic review of this Office as a separate entity, its 
examinations and reports are evaluated in conjunction with our reviews 
of other activities in Spain. 

2. An examination of the prime construction contractor’s payroll pro- 
cedures. 

8. A review of performance bond requirements. 

4. A review of the procedures followed in the award of a contract for 
engineering services. 

5. Reviews of the administration of the construction contracts for the 
United States naval installation at Rota, Spain, and the United States 
Air Force bases at Zaragoza and Torrejon, Spain. 

Our review of the Navy Branch Audit Office (NBAO) activities disclosed that 
the scope of the audits and the auditing procedures followed by the NBAO 
are generally adequate to protect the interests of the Government. However, 
when the contract with Architect-Engineers—Spanish bases was converted from 
a cost-type to a lump-sum contract, the officer in charge of construction 
(OICC) declined to accept the offer of the NBAO to assist in evaluating the con- 
tractor’s cost breakdowns. NBAO’s services might have been helpful in’ this 
instance since the record indicates that the contractor was prepared with more 
detailed cost information during negotiations than the representatives of the 
OICC. 

Joint Construction Agency.—We examined contracts for construction in 
France which were administered during fiscal year 1955 by the Joint Con- 
struction Agency (JCA). The preparation and review of Government esti- 
mates, analysis of contractor bids, and administration of contracts were found 
to be deficient in a number of respects. These matters were brought to the 
attention of the Director of the Agency and corrective action was promptly 
taken. Our examination of the division of costs between the host govern- 
ment, NATO (Infrastructure), and the United States—as user nation—for 
bases in France is heing held in abeyance pending agreement as to the principles 
to be observed in allocating construction costs. 

Construction in the United Kingdom.—We are presently engaged in an exam- 
ination to determine whether the Air Force has adequate controls to assure that 
construction in the United Kingdom is promptly cut back when the requirements 
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for the facilities are reduced. Our review has not progressed to the point 
where we can express an opinion as to the adequacy of these controls, but pre- 
liminary findings show that the Air Force has definite procedures established 
to coordinate construction in progress with its requirements for these facilities. 

12th Air Force construction.—We have also reviewed the construction pro- 
gram financed with deutschemark occupation cost funds during the years 1952 
through 1956. The object of our review was to determine the degree of con- 
trol provided over procurement by operating procedures of the 12th Air Force, 
United States Air Forces in Europe (USAFE), and the extent to which these 
procedures were being followed by administrative officials. Our review showed 
that effective control had not been exercised over the procurement phases of 
the 1952-54 construction program. We brought the discrepancies to the atten- 
tion of the commander in chief, USAFE, who stated that the weaknesses were 
due to the requirements of a crash program. A number of corrective measures 
were taken to improve procurement and contracting operations. However, com- 
pletely effective controls had not been initiated prior to our review of 1955 and 
1956 transactions. A consolidated draft report on 1952-56 activity was recently 
submitted to the commander in chief, USAFE, particularly to obtain his com- 
ments on the findings relative to the period 1955-56. 


Examination and evaluation of supply activities 


The work of the European Branch in the area of supply is concentrated on 
the review and evaluation of depot supply control centers, storage sites, and 
special supply programs operated by the military services to give logistic sup- 
port to the network of widely scattered operational bases used by the United 
States and NATO forces in the European, north Africa, and Middle East areas. 
These activities receive, store, issue, and dispose of hundreds of millions of 
dollars of spare parts and supplies; employ thousands of military personnel, 
United States civilians, and foreign nationals; and cost millions of dollars 
annually to operate. Because of strategic requirements and conditions peculiar 
to operations in a foreign country, we have found that overseas supply activities 
frequently operate quite differently from their stateside counterparts and follow 
special rules and regulations within the areas of programing, computation of 
requirements, management of stocks, and disposal of excesses. 

Because of the number and size of the supply activities within the European 
area, full comprehensive reviews of all military supply commands have not yet 
been made. However, we are currently making a comprehensive review of 
Army signal supply activities in Europe and plan to undertake similar reviews 
of other major supply commands as soon as practicable. We are also examining 
the Air Force and Army materiel reserve programs and Army engineer supply 
activities and equipment requirements. 

Our review efforts include an evaluation of property accounting, stockage 
objectives, requisitioning actions, timely generation and return to issue stock of 
reparable property, and utilization and disposal of excess property. Special 
attention is given to the effectiveness of procedures for the screening of military 
excesses on an interservice basis as well as screening against military aid re- 
quirements for friendly countries under the mutual security program. 

We have found that many of the problem areas within overseas military 
supply operations are attributable, to some extent, to delays in the dissemina- 
tion of instructions: inadequacies in supply training programs for military and 
civilian personnel; fluctuations in support responsibilities; failure to conduct 
timely and accurate inventories; and unreasonable pipeline time from stateside 
supply points. 


United States assistance programs 


Reviews performed by the European Branch of United States assistance pro- 
grams to eligible free countries of the world are, for the most part, directed b; 
the Civil and Defense Accounting and Auditing Divisions, headquartered in 
Washington, D. C. 

From time to time, these divisions request the Branch to perform review work 
on selected organizational entities or activities. To assist us to expeditiously 
meet GAO review responsibilities, as well as to assure a well-coordinated review 
effort at the several locations, the responsible operating division outlines the 
scope of the work and the overall objectives to be achieved. Our review is then 
performed within this framework. 

Military-assistance program.—Based on instructions from our Washington 
office, our part in the current year’s review of the military-assistance program 
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will include an examination of the programs for Greece and Iran, a review of 
offshore procurement under the fiscal year 1958 program, and a review of the 
facilities-assistance program in Europe. Generally, our review of the selected 
country programs include an inquiry on the following major activities: 

1. The development of requirements for the buildup, modernization, and 
maintenance of approved country forces. 

2. The controls exercised over the delivery of military end items to the 
recipient countries. 

3. The standards of utilization or performance achieved by the country 
forces equipped under the military-assistance program and the corrective 
action taken by MAAG’s where necessary. 

4. The degree to which MAAG reports and recommendations to higher 
commands are based on realistic estimates of present and prospective country 
capabilities. 

In addition to the above, we will also scrutinize the programing and provision- 
ing of spare parts and determine whether the phasing of deliveries to recipient 
countries are in accord with their force buildup and capabilities for utilization. 

To accomplish these objectives, emphasis will be placed on the program 
submissions developed by the MAAG’s for fiscal years 1958 and 1959. Review 
work relative to the development of country requirements and the determination 
of country deficiencies will be undertaken with particular reference to force goals 
approved by the United States Joint Chiefs of Staff (JCS) and the programing 
criteria established by the Assistant Secretary of Defense, International Security 
Affairs (ASD-ISA). 

Economic-assistance program.—Economice assistance is closely tied to our inter- 
national political relations and thus is governed in large measure by considera- 
tions of foreign policy. For this and other reasons, examination of United States 
economic-assistance programs for selected countries has been performed largely 
by our Washington office. However, we have had occasion to visit several ICA 
overseas missions for the purpose of reviewing one or more specific activities or 
programs. For example, the Branch conducted an examination of several special 
aid programs to France administered by the overseas mission which concerned 
the financing of indigenously produced military end items. ICA programs of this 
nature were evaluated in connection with our review of the military-assistance 
program. Also, specific requests have been made by our headquarters office to 
review certain activities of selected overseas missions in conjunction with con- 
current review efforts at the agency level. Such reviews were recently made at 
the United States operations missions in Germany, Yugoslavia, and Spain. 


Systems development 


The Branch is frequently requested to provide technical accounting advice and 
assistance to the agencies in Europe in the solution of accounting problems which 
are either peculiar to overseas operations or which are generated by the extension 
of new accounting concepts. Most recently, the enactment of Public Law 863, 
84th Congress, and the implementing policy guidance, such as Bureau of the 
Budget Bulletin 57-5, dated October 10, 1956, and Air Force Regulation 170-6 
on the financial management system, have developed an increasing demand upon 
the services of the Branch. 

In all of these efforts and also based upon our reviews of systems and pro- 
cedures, we work very closely with the agencies on a cooperative basis and have 
had considerable success in accomplishing improvements. Where problems can- 
not be solved locally, because of policies or procedures emanating from higher 
authority, we bring these to the attention of responsible officials at higher 
echelons with generally favorable results. In instances where corrective action 
is required at the department level, we submit coordinated evaluations of systems 
or procedures with recommended simplifications through simultaneous Army or 
At Force and GAO channels to top-management officials in Washington. Three 
of these joint studies by our office and the military services achieved worldwide 
changes in policy and improved procedures in a relatively short period of time. 

In addition, the Branch has encouraged Army and Air Force initiative through 
the organization of cooperative systems teams, with General Accounting Office 
participation. Most notable of these organizations is the United States Army, 
Hurope, Field Assistance Team which was established in November 1955. This 
approach to the solution of many of the problems in accounting and related areas 
proved to have a number of advantages over other possible methods of operation. 
It has facilitated carrying out the provisions of the Budget and Accounting Pro- 
cedures Act of 1950—which requires the General Accounting Office to cooperate 
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with the executive agencies in the development of their accounting systems con- 
sistent with the overall principles, standards, and related requirements as pre- 
scribed by the Comptroller General—with a relatively small expenditure of our 
manpower since the systems teams and assigned projects are under the chairman- 
ship of Army or Air Force officers and staffing is predominately military. This 
cooperative and constructive approach has greatly improved our relations with 
these agencies without infringing upon our independence of action and has 
resulted in our becoming more knowledgeable of their operational problems. 
During the past year we assisted USAREUR in implementing the depot cost 
accounting system at several installations as a preliminary to converting each 
depot to the Army depot command management system. Currently, we are 
assisting USAREUR in testing the implementation of the Army command man- 
agement system at the Headquarters Area Command (HACOM) which is just 
outside of Heidelberg, Germany. This system is designed to meet the require- 
ments of budgeting in terms of costs and maintenance of accounting on the accrual 
basis. 
Legal assistance 


The primary responsibility of the legal staff is to furnish advice and counsel 
to the Director and staff members. The variety and scope of the audit, ac- 
counting, and investigative functions necessarily have generated a wide range 
of legal problems which must be resolved before the product can be released 
by the European Branch. 

The legal work of the Branch includes a review of the laws, regulations, and 
other pertinent material in connection with current assignments. In this man- 
ner, problem areas may be highlighted and the assignments directed accordingly. 

Also, upon the request of other agencies, legal assistance and advice is fur- 
nished on matters ordinarily within the jurisdiction of the General Accounting 
Office. 

Special investigations 


Investigations are undertaken by the Branch as requested by the Comptroller 
General. Such investigations are for the most part based on special requests 
from Congress or stem from matters developed during the course of agency 
reviews. 

One of the particular problem areas encountered in the investigative work 
of the Branch is the restriction placed upon the interrogation of foreign na- 
tionals, even when such individuals are employed by United States activities. 
In order to interview such personnel or to obtain information from hotels, banks, 
and/or foreign corporations, time-consuming special arrangements are often 
necessary. 

STATUS OF WORK IN PROGRESS 


A copy of the latest quarterly progress report submitted by the Branch is 
attached as annex K. 


PLANNED WORK 


In the future, we plan to continue to emphasize our work on the activities of 
the Department of Defense in Europe and selected portions of the United States 
assistance programs. A schedule of specific assignments planned for the period 
July 1 to December 31, 1957, will be furnished to the committee upon their 
arrival in Europe. This list will illustrate the varied and complex assignments 
which comprise the work of the European Branch. Exhibit L, attached, is a 
schedule of the estimated expenditures for fiscal years 1957 and 1958 for the 
major United States activities in the European area. These figures are sub- 
ject to adjustment, but they illustrate the magnitude of the areas with which 
the Branch plans to concern itself. 


ANNEX A 
Extracts From Basic STatuTes APPLICABLE TO EUROPEAN BRANCH 
THE BUDGET AND ACCOUNTING ACT, 1921 
Specific authorizations—The following authorizations for the examination of 


financial transactions of the United States Government and related activities 
are included in the Budget and Accounting Act, 1921. 
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Section 312: “(a) The Comptroller General shall investigate, at the seat of 
government or elsewhere, all matters relating to the receipt, disbursement, and 
application of public funds, and shall make to the President when requested by 
him, and to Congress at the beginning of each regular session, a report in writing 
of the work of the General Accounting Office, containing recommendations con- 
cerning the legislation he may deem necessary to facilitate the prompt and 
accurate rendition and settlement of accounts and concerning such other matters 
relating to the receipt, disbursement, and application of public funds as he may 
think advisable. In such regular report, or in special reports at any time when 
Congress is in session, he shall make recommendations looking to greater economy 
or efficiency in public expenditures” (31 U. 8. C. 53 (a)). 

“(b) He shall make such investigations and reports as shall be ordered by 
either House of Congress or by any committee of either House having jurisdiction 
over revenue, appropriations, or expenditures. The Comptroller General shall 
also, at the request of any such committee, direct assistants from his office to 
furnish the committee such aid and information as it may request (31 U. S. C. 
53 (b) ). 

LEGISLATIVE REORGANIZATION ACT OF 1946 


Analysis of Government exrpenditures.—The following authority is set forth 
in the Legislative Reorganization Act of 1946. 

“The Comptroller General is authorized and directed to make an expenditure 
analysis of each agency in the executive branch of the Government (including 
Government corporations), which, in the opinion of the Comptroller General, will 
enable Congress to determine whether public funds have been economically and 
efficiently administered and expended” (31 U.S.C. 60). 


FEDERAL PROPERTY AND ADMINISTRATIVE SERVICES ACT OF 1949 


Audit of property accounts—The Federal Property and Administrative Serv- 
ices Act of 1949 provides the following audit authority with respect to Govern- 
ment-controlled property. 

“The General Accounting Office shall audit all types of property accounts and 
transactions at such times and in such manner as determined by the Comptroller 
General. Such audit shall be conducted as far as practicable at the place or 
places where the property or records of the executive agencies are kept and shall 
include but not necessarily be limited to an evaluation of the effectiveness of 
internal controls and audits and a general audit of the discharge of accounta- 
bility for Government owned or controlled property based upon generally accepted 
principles of auditing” (40 U.S.C. 487 (¢)). 

Development and review of property accounting systems.—Also, section 205 (b) 
of this act provides for the development and review of property accounting 
systems by the General Accounting Office. 

Section 205: “(b) The Comptroller General, after considering the needs and 
requirements of the executive agencies, shall prescribe principles and standards 
of accounting for property, cooperate with the Administrator and with the 
executive agencies in the development of property accounting systems, and 
approve such systems when deemed to be adequate and in conformity with pre- 
scribed principles and standards. From time to time the General Accounting 
Office shall examine such property accounting systems as are established by the 
executive agencies to determine the extent of compliance with prescribed prin- 
ciples and standards and approved systems, and the Comptroller General shall 
report to the Congress any failure to comply with such principles and standards 
or to adequately account for property” (40 U. 8. C. 486 (b)). 


ACCOUNTING AND AUDITING ACT OF 1950 


Policy of Congress.—The Budget and Accounting Procedures Act of 1950 was 
approved on September 12, 1950. Title II of this act, known as the Accounting 
and Auditing Act of 1950, defined in more specific terms the existing audit 
authority of the General Accounting Office. It contains the declared policy of 
the Congress with respect to auditing for the Government, as set forth in the 
following paragraph. 

Section 111 (d) of the act provides that it is the policy of the Congress that: 

“The auditing for the Government, conducted by the Comptroller General of 
the United States as an agent of the Congress be directed at determining the 
extent to which accounting and related financial reporting fulfill the purposes 
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specified, financial transactions have been consummated in accordance with laws, 
regulations, or other legal requirements, and adequate internal financial control 
over operations is exercised, and afford an effective basis for the settlement of 
accounts of accountable officers” (31 U. S. C. 65 (d)). 

Audit provisions —The specific audit provisions of the act are stated in 
section 117 (a) as follows: 

“Except as otherwise specifically provided by law, the financial transactions 
of each executive, legislative, and judicial agency, including but not limited to 
the accounts of accountable officers shall be audited by the General Accounting 
Office in accordance with such principles and procedures and under such rules 
and regulations as may be prescribed by the Comptroller General of the United 
States. In the determination of auditing procedures to be followed and the 
extent of examination of vouchers and other documents, the Comptroller Gen- 
eral shall give due regard to generally accepted principles of auditing, including 
consideration of the effectiveness of accounting organizations and systems, 
internal audit and control, and related administrative practices of the respective 
agencies” (31 U.S.C. 67 (a)). 

Development and review of accounting systems.—This act provides also that 
the General Accounting Office will cooperate in the development and review of 
the accounting systems of the executive agencies. 

Section 112: “(b) The General Accounting Office shall cooperate with the 
executive agencies in the development of their accounting systems, including 
the Treasury Department, in the development and establishment of the system 
of central accounting and reporting required by section 114 of this part. Such 
accounting systems shall be approved by the Comptroller General when deemed 
by him to be adequate and in conformity with the principles, standards, and 
related requirements prescribed by him. 

“(c) The General Accounting Office shall from time to time review the ac- 
counting systems of the executive agencies. The results of such reviews shall 
be available to the heads of the executive agencies concerned, to the Secretary 
of the Treasury, and to the Director of the Bureau of the Budget, and the 
Comptroller General shall make such reports thereon to the Congress as he deems 
proper” (31 U.S. C. 66 (b), 66 (c)). 


AUTHORITY FOR ACCESS TO RECORDS 


Examination of records under the Budget and Accounting Act, 1921—Seetion 
313 of the Budget and Accounting Act, 1921, provides; “All departments and 
establishments shall furnish to the Comptroller General such information re- 
garding the powers, duties, activities, organization, financial transactions, and 
methods of business of their respecttive offices as he may from time to time 
require of them; and the Comptroller General, or any of his assistants or em- 
ployees when duly authorized by him, shall, for the purpose of securing informa- 
tion, have access to and the right to examine any books, documents, papers, or 
records of any such department or establishment. The authority contained in 
this section shall not be applicable to expenditures made under the provisions 
of section 107 of this title” (31 U. S.C. 54). 

Examination of contractors’ records.—Section 304 of the Federal Property 
and Administrative Services Act of 1949, as amended (41 U. S. C. 254 (¢)), and 
section 4 of the Armed Services Procurement Act of 1947 (41 U. S. C. 153 (¢)), 
as amended, provide that: 

“All contracts negotiated without advertising pursuant to authority contained 
in this (chapter) (Act) shall include a clause to the effect that the Comptroller 
General of the United States or any of his duly authorized representatives shall 
until the expiration of three years after final payment have access to and the 
right to examine any directly pertinent books, documents, papers, and records 
of the contractor or any of his subcontractors engaged in the performance of 
and involving transactions related to such contracts or subcontracts.” 
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ANNEX B 
GENERAL ACCOUNTING OFFICE 
COMPTROLLER GENERAL'S ORDER No. 1.39 
(July 24, 1956, Instruction No. 226) 


AUTHORIZATIONS AND DESIGNATIONS, EUROPEAN BRANCH 


1. Consistent with section 311 (e) of the Budget and Accounting Act, 1921 
(31 U. S. C. 52 (e)), the following authorizations and designations are made in 
connection with the operation of the European Branch. 


Discharge of financial responsibilities 


2. The Director is authorized, subject to the applicable provisions of law, to 
incur obligations as may be deemed necessary for the purchase of office supplies, 
books, postage stamps, etc.; rental of office space; acquisition of space from 
entities of the United States Government; purchase or rental of office equip- 
ment; the procurement of telephone service and other utilities necessary to meet 
official needs; and when appropriate to execute written contracts on behalf of 
the General Accounting Office to obtain such materials or service. 

3. Generally, the needs of the Branch for Standard Forms and for General 
Accounting Office forms should be met by the timely submission of requisitions 
to the Supply and Services Section, Office of Administrative Services for a six 
months’ supply. 

4. The Director shall establish adequate controls and records of the inven- 
tories of supplies, equipment, machines, forms, etc., maintained in the Branch. 


Emergency suspensions 

5. Subject to the act of June 10, 1948 (5 U. S. C. 652), civil-service laws and 
regulations, and orders and statements of policy in regard to such matters, the 
Director, European Branch, is authorized to effect emergency suspensions of 
employees under his administrative supervision from duty and pay for periods 
not to exceed thirty calendar days in any case, pending investigation and final 
action. Immediate report of such suspensions shall be made through official 
channels to the Comptroller General, accompanied or supplemented at the earli- 
est practicable date by a comprehensive statement of the circumstances attend- 
ing the suspension, and such recommendations as may be considered necessary 
or proper. 


Security officer 

6. The Director shall act as Security Officer for the Branch with responsi- 
bility to the Comptroller General for General Accounting Office actions within 
the geographic area served by the Branch with respect to (a) coordination of 
General Accounting Office security requirements with the actions and require- 
ments of other agencies, and (0b) the establishment of requirements and pro- 
cedures for the Branch relating (1) to the protective measures to be employed 
in connection with access to classified information or documents either in the 
custody of the General Accounting Office or of other agencies, (2) to the safe- 
guards to be employed in preventing disclosure of classified information to un- 
authorized persons, and (3) to the classification and revision of classification of 
any records or documents originated by this Office. 


Safety of Employees 

7. The Director shall take necessary actions to safeguard the life and health 
of employees assigned to the European Branch and their dependents. For this 
purpose he shall represent the Comptroller General in the European Area with 
respect to any emergency evacuation or other safety actions which may be 
required. 


Acceptance of Copies of Documents 

8. The Director and the suboffice managers are authorized to accept photo- 
static or certified true copies of original documents missing from fiscal accounts 
subject to audit by the Buropean Branch, except in particular cases where there 
is doubt as to the propriety of accepting copies of documents, which should be 
submitted to the Comptroller General for consideration. Every effort should 
be made to locate the original documents from known available sources before 
accepting such prima facie evidence. 
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Administration of Oaths 


9. All officers and employees attached to the European Branch who have offi- 
cial credentials are authorized to administer oaths to witnesses in connection 
with the examination of accounts pursuant to section 297, Revised Statutes, 
as amended by sections 304 and 311 (e) of the Budget and Accounting Act, 1921 
(31 U. 8. C. 117). 


Authorized Certifying Officers 


10. Pursuant to the act of December 29, 1941 (31 U. S. C. 82b), the in- 
cumbents of the following positions who are assigned to the European Branch 
for permanent duty and who are under bond to the United States, are authorized 
to certify for payment by United States Disbursing Officers functioning in the 
geographic area served by the European Branch, all classes of vouchers, except 
regular payrolls, bond issuance schedules, bond refund vouchers, vouchers for 
the payment of taxes withheld, and vouchers for payment of employer’s taxes 
levied by the act of August 28, 1950 (64 Stat. 477) : 

Director, European Branch 
Secretary to the Director 
Administrative Officer 


Approval of Advances of Funds 


11. The Authorized Certifying Officers attached to the European Branch are 
designated (a) to approve Applications and Accounts for Advance of Funds 
(Standard Form No. 1038-Revised) to initiate the preparation of vouchers for 
payment by United States Disbursing Officers functioning in the geographic 
area served by the European Branch to cover advances of funds for per diem 
or mileage allowances, (b) to safeguard bonds or other securities required in 
connection with such advances, and (c) to superintend the recovery thereof 
which may be accomplished by routine offsets against travel vouchers subse- 
quently processed in the European Branch, pursuant to the act of August 2, 
1946 (5 U. S. C. 73b-1), the Travel Expense Act of 1949 (5 U. S. C. 838), and 
related instructions, orders, or regulations. 

12. The Director, European Branch, will take the necessary steps to collect 
through offset of vouchers allowed, refunds, or new advances made pursuant 
to the Standardized Government Travel Regulations, as amended, and General 
Regulations No. 88, Second Revision, dated November 7, 1950, as amended, all 
advances to travelers attached to the European Branch which are outstand- 
ing on June 30 of each year, in accordance with the provisions of the cited 
regulations and instructions. 

13. In any case where a travel advance remains unliquidated and the traveler’s 
permanent duty in the European Branch is terminated or other circumstances 
arise which necessitate recovery by means other than by deductions from travel 
vouchers or voluntary refunds from the employee, the matter shall be referred to 
the Chief, Administrative Finance Section, who shall then become responsible for 
the recoupment of the unliquidated balance of the advance of funds, as provided 
in Comptroller General’s Order No. 1.17. 


Authority of Acting Director, European Branch 


14. All of the authority, duties, conditions, and responsibilities vested in or 
imposed upon the Director, European Branch, except those pertaining to the 
duties and responsibilities of certifying officer, shall become applicable to the 
official designated under Comptroller General’s Order No. 2.28 to act in the 
absence of the Director. 





ANNEX © 
GENERAL ACCOUNTING OFFICE 
COMPTROLLER GENERAL’S ORDER No. 2.28 


ORGANIZATION AND FUNCTIONS OF THE UNITED STATES GENERAL ACCOUNTING 
OFFICE—-EUROPEAN BRANCH 


1, The headquarters of the European Branch, General Accounting Office, shall 
be situated in Paris, France. The European Branch shall perform all of the 
audit, investigative, legal, accounting systems, and other functions of the General 


Accounting Office in the European area including the Near East and North 
Africa. 
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Administration and direction of the European Branch 


2. The European Branch shall be under the direction and supervision of a 
Director who shall be responsible to the Comptroller General for the performance 
of the work of the Branch. 

3. Subject to prior approval of the Comptroller General, the Director shall 
designate an Assistant Director of the Branch who shall act in his absence. 
The Director may name a staff member to act in the absence of both the 
Director and Assistant Director. 

4. The Director may designate a manager for each of the suboffices located in 
the European area who will be responsible to the Director for the administration 
and technieal supervision of the work of the suboffice, and such other matters as 
may be assigned to him by the Director. 

5. The heads of the operating divisions shall furnish technical guidance and 
assistance in the audit, investigative, legal, accounting systems, and other work 
of the EBuropean Branch as may be determined necessary, whether such work 
originates in the operating divisions or is initiated by the Director, European 
Branch. 

6. The operating divisions shall take the necessary steps to insure the maximum 
utilization and effectiveness of the reports prepared in the European Branch. 


Personnel 


7. Personnel from other divisions shall be transferred to the European Branch 
for the period of their assignment to the Branch. 

8. Where administratively desirable, the Director, European Branch, may 
establish, under the provisions of Comptroller General’s Order No. 1.18, the 
official stations of specified employees at locations other than at Paris, France. 

9. Personnel of the Branch may be assigned to work functions in accordance 
with their technical qualifications on the basis of work assignment priorities as 
determined by the Director. 

10. Complete administrative authority over personnel is vested in the Director, 
European Branch. All promotion, demotion, dismissal, or similar actions will 
be recommended by the Director and forwarded to the Assistant Comptroller 
General for appropriate action in accordance with Office policy. 


Controt of funds 


11. The Administrative Officer shall allot to the Director, European Branch, 
from available appropriations, funds necessary for the operation of the Branch. 
The Director shall be responsible for limiting obligations to the amounts thus 
made available. 

12. The pertinent provisions of Comptroller General’s Order No. 1.6 are made 
applicable to the European Branch. 


General 


18. Subject to the applicable provisions of the Standardized Regulations (Gov- 
ernment Civilians, Foreign Areas), as may be amended from time to time, em- 
ployees of the European Branch who are eligible under the Regulations shall 
be granted a foreign post (salary) differential, quarters allowance, post (cost-of- 
living) allowance, supplementary post allowance, and education allowance at 
the rates established by the Secretary of State or determined in accordance with 
the Regulations. 

14. Consistent with sections 115b and 215a of the Regulations, the Director, 
European Branch, is designated to make the determinations required by the 
Regulations (including the review and approval of applications for allowances) 
necessary to permit payment of the differential and allowances. 

15. In all cases where the regulations provide that reports and information 
shall be channeled through the “parent Washington office” prior to referral to 
the Department of State, such reports and information shall be submitted to 
the Office of Administrative Services where appropriate files and records shall 
be maintained for the benefit of interested Washington officials and for use in 
the preparation of such instructions as the Comptroller General may deem 
necessary. 





Tr tet 9 
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AnNEx D 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, August 25, 1955. 
B-125299-—-O. M. 
DrREcToR, EUROPEAN BRANCH, 
HEADS OF DIVISIONS AND OFFICES: 


For the present it is my desire to have all correspondence and reports from the 
European Branch addressed to me. Routing to the appropriate operating divi- 
sions will be made by me. 

Also, please prepare for my signature all correspondence originating in the 
operating divisions which is addressed to the Ruropean Branch. 

This does not change any existing instructions as to reporting except as to form 
of address. 

Frank H. WEITZEL, 
Assistant Comptroller General of the United States. 


ANNEX E 


GENERAL ACCOUNTING OFFICE, 
BEuROPEAN BRANCH, 
May 24, 1957. 


MEMORANDUM NO. 23, AMENDMENT NO. 2 


To: All Staff Members. 
From: Director, European Branch. 
Subject: Organization of European Branch. 


Purpose 


The purpose of this memorandum is to set forth the organization of the Euro- 
pean Branch as of May 31, 1957. See organization and personnel chart attached. 
Office of the director 

The Director is responsible for the overall activities of the Branch as set forth 
in Comptroller General Order numbers 1.39 and@ 2.28. 

The Assistant Director acts in the absence of the Director and is responsible 
for coordinating the accounting, auditing, investigative, and legal functions of the 
Branch as determined by the Director. The Assistant Director also acts as 
Manager, Paris Field Station. 

The Administrative Officer and Certifying Officer are responsible for carrying 
out the duties and functions inherent in these positions. 


Paris headquarters—staff functions 


The Headquarters staff is responsible to the Office of the Director for carrying 
out the cooperative aecounting and systems evaluation work, audit, review, in- 
vestigative, and legal functions of the Branch as follows: 

Legal staff—The legal staff, headed by a Supervisory Attorney, is responsible 
to the Office of the Director for the legal activities of the Branch, including (1) 
review of reports and correspondence for legal sufficiency, (2) advising Branch 
personnel regarding legal problems encountered, (3) advising agency personnel 
of the legal propriety of proposed actions within GAO jurisdiction, and (4) 
maintaining liaison with legal officers of United States agencies in Europe. In 
addition, as circumstances dictate, legal staff assistants are responsible for the 
execution of specific work assignments as determined by the Office of the Director. 

Systems Advisor.—The systems advisor is responsible to the Office of the 
Director for all matters pertinent to (1) accounting systems development or 
improvement, (2) developing work plans and/or advising Headquarters staff 
on assignments requiring accounting systems evaluation, (3) coordinating 
work programs and specific assignments: with Field Station Managers, (4) 
reviewing Branch reports and correspondence to assure consistency and uni- 
formity on accounting systems matters, and (5) maintaining liaison with 
Comptrollers and management personnel within the military and other U. 8. 
agencies in Europe. In addition, he also acts as a program supervisor. 

Investigations Advisor.—The investigations advisor is responsible te the Office 
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of the Director for carrying out the investigative function of the Huropean 
Branch. This responsibility includes (1) the investigation of specific allega- 
tions or cases (2) special surveys involving irregularities or maladministration 
(3) maintaining liaison with appropriate U. S. investigative agencies. In 
addition, he also acts in the capacity of a program supervisor. 

Program Supervisors.—Program Supervisors are responsible for coordinating 
such accounting and auditing review assignments as determined and assigned 
to them by the Office of the Director; keeping the Office of the Director cur- 
rently informed of the status of assignments and of any pertinent develop- 
ments requiring further attention ; developing specific work programs; maintain- 
ing liaison with agency management officials within their respective spheres of 
responsibility; preparing necessary correspondence and reviewing reports; ad- 
vising Field Station Managers on the conduct of field assignments including 
the drafting of related reports. 

In addition, Program Supervisors will coordinate with each other to assure 
that proper consideration is being given to the work covered or envisaged in 
other work programs of the Branch. 


Field offices—operations 

The Field Station Managers are responsible to the Office of the Director for 
the administration and direction of the work of the Field Stations in accord- 
ance with Memorandum No. 16, as amended. It is expected that close coopera- 
tion and liaison will be established between the Field Station Managers and 
Program Supervisors so as to assure the expeditious and effective accomplish- 
ment of Branch review objectives. 

Smirx Briar, Jr., Director. 


ANNEX F 


GENERAL ACCOUNTING OFFICE, 
EUROPEAN BRANCH, 
May 31, 1957. 


MEMORANDUM NO. 23, ADDENDUM TO AMENDMENT NO. 2 


To: All Staff Members. 

From: Director, European Branch. 

Subject: Current Listing of Branch Headquarters Personnel and Field Station 
Managers. 


Purpose 


To update the positions held by various staff members in the Paris Head- 
quarters Office and Field Stations as of May 31, 1957. 


Designations 
Paris headquarters office 


Title Assigned Staff Member 
Assistant Director Robert S. Rosenberger* 
Legal Counsel Elmo V. Coons 
Systems Advisor, and Program Super- 

Mallory J. Read 


Supervisor Earl F. Perkinson 
Program Supervisor Louis W. Hunter 
Program Supervisor Roger deB. Taillon 
Program Supervisor William N. Conrardy 


Field station managers 


Robert S. Rosenberger* 
R. Scott Tyree 

Wilbur B. Ness 

G. O. Rouse (Acting) 
Edward L. Pinney 


SmitrH Brarr, Jr., Director. 
*Dual responsibility. 
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ANNEX H 


UNITED STATES GENERAL ACCOUNTING OFFICE 



















OFFICE 
HEADQUARTERS STAFF - PARIS 
FIELD OFFICES: PARIS 
LONDON 
MADRID 
FRANKFURT 


ROME 


BY PERSONNEL CLASSIFICATION 


SUPERVISORY AUDITORS 


EUROPEAN BRANCH 


PERSONNEL ANALYSIS 
AS OF MAY 31, 1957 
BY GS GRADE 


AWARDED DEGREES: 


INVESTIGATORS 17 
SYSTEMS ACCOUNTANTS 2 
ATTORNEYS 3 
CLERICAL n 

TOTAL 57 





SPECIALIZED COURSES - 


BY EDUCATIONAL AND PROFESSIONAL STATUS 


CERTIFIED PUBLIC ACCOUNTANTS 





BA 5 
BS WW 
BBA 7 
BCS 6 
MCS 2 
LLB 9* 
LAW 2 
ACCOUNTING 19 
OTHER 2 


*Of the 9 staff members holding degrees of LLB and who have been 
admitted to the Bar in their respective states, 3 are admitted to 
practice before the U. S. Supreme Court and the Court of Appeols, 


Weshington, D. C. 





bed xj 


bet eed eed ed 


Dod eed eed ed Peed Peed feed Peed ed ed et er 
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obligations, fiscal years 1952-57 


{In millions} 


| Fiscal year— 
| Fiseal years} 


























| 1952and | | Total 
1953 | 1954 | 1955 | 1956 | 1957 (6 | 
months) 
<= ae - } 1 = ' 
Europe: } 
Offshore procurement $2, 161.5 | $369.1 | $153.9 | $57.6 | $6.5 | $2, 748.6 
Adjustments, July 1954 December 1956. __| “ Ss manent | 174.9 
ee soca - a | 
Total | socunad | 2,573.7 
ny Ss 
Mutual weapons.._....--___- .---| W1| a4] 43.5 12.2 | $96. 2 
Adjustments nein . = etindiad i. ----| —5.3 
Total____- Sor | ! | 90.9 
Facilities assistance. | amvdenpesiteeeents pi MR: MBA skier DOT Se 
Adjustments..._._.- ; .| moon —9.7 
ee eae ———--|-— -— -— Eee 
i — code dat Oot Jal jiceieas + 55.1 
| | | } 











Source: Table VIII (pt. A), United States defense expenditures entering the international balance of 
payments. 


ANNEX J 


Unitep States GAO European BrancH, ANALYSIS OF ACTION ON REPORTS 
SUBMITTED From JULY 1, 1955, THrovUGH May 31, 1957 


Reconciliation of reports 


Reports submitted to Congressional Committees__.....__..._------------ 6 

Reports submitted to Agency Headquarters in Continental United States. 34 

Reports in process in Washington Office of General Accounting Office____-- 41 

Reports on which action was completed by the European Branch and 
agencies im: BintO@sssuomiees ee elie eh cele 26 

Internal reports used for information and operational purposes... 1... 45 

PCT aa nen SR ca ale Race RI Ae acceler a 152 
Reports which have been submitted to congressional committees 
EU-135-2__.._____. Ordnance OSP—155 mm. Shells. 
BR cictindencn Faulty Runway Construction, Inv. for Congressional 
Committee. 

EB-INV-88_____~-. Special Investigation, Switzerland 

Rint dictnicersin OSP—Profits to Foreign Governments (Reopened 5/2/57) 

TR cacicscecstectenns OPC/UK: 90 mm. M500 Fuzes. 

Fe I i sie ectctinticicic Travel Irregularities, USIS.* 


1 Report furnished Congressman in response to his specific request. 


Reports submitted to departmental headquarters in continental United States 


Wc cckctemaresoitens Engineer fiscal year 1953-54 OSP. 
EB-AS-1__....___- Accounting Manual for SBCP. 

BU-147-6_......_.. SBCP-Audit Activities. 

I-18878-3......-.-. Unjustified Equipment Requisitions, Air Force, UK. 
BU-157__.___.__.... MAAG/France; JAMMAT. 

TOT hn cnn Survey, Port Facilities, France. 

SPA iincinihinnatancaabaae Excess Property Disposal. 

Wired 0s seestewaieideen Orly Field Capital Improvements. 

TRF Veinewennst—s0s CHAD—fiseal year 1955. 

EU-185-1__...-_--. Toul Engineer Depot, COMZ. 

EU-185-2____.___- Fontenent Ordnance Depot, COMZ. 
EB-AS-12___-__--. Study of Frequency and Degree of Unit Price Changes in 


AF and Army Inventories. 


i 
5 
i 
: 
; 
: 
i 
7 
j 
; 
j 
{ 
; 
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Reports submitted to departmental headquarters in continental United States— 
Continued 


ppacidicencresacdiiaas Study of AF Low Value Issues at Base Level Entitled: Ex- 
pansion of Local Purchase Stores at AF Base Levels to 
Include Centrally Procured Items. 


T—18900-2__...____. Survey, Port Facilities, Germany. 
EB-AS-15__----__- Development of EAM Procedures for Mechanical Screening 
of Excess Property, QM, Europe. 
J-18878-7__.._____. Survey, Disposal Operations, Burtonwood. 
EB-AS-26_...-_... Extension of EAM System for Control of Excess Property 
within each Technical Service. 

e112... MAAG/UK. 

Meee ICA/Germany. 

BE so nchsomemeonieeh JAS/Greece. 

MES Ci iene TAF—UK Billings. 

Ses ci cee ee a Irregularities, ICA Mission, Greece. 

EB-AS—-41________- Evaluation of AF Supply and Accounting Procedures Gov- 
erning Nonexpendable Items on UALs. 

BT ss i oe OPC/UK Contracts. 

EU-228-2___._-_-. SBCP-BRW Payroll Procedures. 

TED 2 ccvsnilitidine Optional Payments—OSP—lItaly. 

er ineininieieen Optional Payments—OSP—Italy. 

WO NO bivineietianice Saumur Signal Depot. 

Pe es es Orleans Installation Contracts. 

EB-AS-22__....__. Evaluation of the AF Base Supply and Accounting Pro- 
cedures for Low Value Repair Parts and Supplies for New 
Items of Equipment. 

Pe icccnitaee cont deis JCA Port and Other Districts. 

TOI eit citiiniiencien net USIS/Germany. 

EB-INV-72__--~_-. Supply Operations, Sealand AFD. 


pecaincptmiiais Offshore Procurement, Autos, U. 8. Army, France. 


Reports being processed in Washington office of GAO 


i es Apparent Contingent Fee Violations, 
J-18881-2____.____. Administration of Offshore Procurement Program. 
EU-135-6*_______-. Ordnance OSP Energa Grenades. 
EU-124-3____---_-. AMFEA Fiscal Year OSP—Germany. 
BHU-135-1*_______. Ordnance Fiscal Year 1953 OSP—General. 
Bc trieniia ene acaeaes Transporting Nonlegal Dependents by MSTS. 
36s). cee U. 8. Army Exchanges. 
EU-207 (1 & 2)--_-. Escapee Program—Germany, Austria, and Italy. 
I—18902-1.2____.__. Excess Property Disposal, USAREUR. 
eh a sm meee COMZ Central Purchasing Branch, Paris—Contracts. 
SN II caitlin . Signal Fiscal Year 1953-1954 OSP Contracts. 
EU-203-1*________. Royalties in USAFE OSP Contracts. 
BU-200. Se... USAFE, OSP—London. 
inch les .. Atlas Constructors, Nouasseur. 
EU-196 (196-1 

Frankfurt) *___-- Taxes in OSP Contracts. 
tei cicicecwe USAREUR SACOM R& U. 
BU-154-2__._.__--. Army OSP Fiseal Year 1953—Spare Parts Requirements. 
i ee ee Section 1311 Examination Fiscal Year 1956. 
iri siesta ICA/Yugoslavia. 
iene .. USAFE-NAMABE Contracts. 
EU-230-8*_______ . MAP—Germany Stockpile “B.” 
Live... Procurement and Contracting Practices and Management of 


the Construction Program in the Western Area Command, 
Kaiserslautern, Germany. 


J-18566-16.1____--_- Survey, Warehouse Operations, Spain. 

FR icine Architectural and Engineering Contracts Awarded to Con- 
solidated Engineering, Ltd., and Kenneth Belt and Asso- 
ciates. 

SS |) _. Complaint of George Erion re Award of French Housing 


Contract to Rainaut Group. 
See footnotes at end of listing. 


SBoieteas 


GENERAL ACCOUNTING OFFICE IN EUROPE 523 


Reports being processed in Washington office of GAO—Continued 





iste sciieintithete Alleged Irregularities in Award of North Africa Air Base 
Milk Contract to Sterovita Co. of Holland and Various 
Other Matters. 

BU-135-7*_____-_-. Progress Payments—OSP—Germany. 

EU-147-7__--_----. SBCP—Tax Relief. 

FOI schncsinctanasesignene Bordeax Air Depot. 

BRP CRIIE  cccusbianassouds Rue Marbeuf Lease. 

Be accion $85 Million Aid to France. 

EU-228-4_________. SBCP—Thompson and Lichtner Contract. 

EU-229-1*________. SBCP—Rota Naval Base. 

EBU-229-2*________. SBCP—Zaragoza Air Force Base. 

EU-230-1*________. MAP—Spain. 

BU-230-2*________. MAP—Italy. 

EU-230-3*_______-. MAP—France. 

EU-230—-4*________. MAP—Pakistan. 

BU-230-5*_______-. MAP—Turkey. 

EU-230-6*________. MAP—Germany. 

EU-230-7*____.__.. MAP—EUCOM: Redistribution of Excesses, ete. 


*Determination has been made that these reports will be submitted to the Congress. 
Other reports in this group are currently being processed and a final determination has 
not been made as to disposition of these reports. Additionally, any significant actions or 
findings included in this group of reports will be included in Reports of Significant Find- 
ings to the Appropriations Committee and/or the Comptroller General’s Annual Report. 


Reports on which action was completed by the European branch and agencies 
in Europe* 


HU-135-5_._....... Ordnance OSP—Propellant Contracts. 
Br Ne oe SETAF Supply Operations. 
ee FAFLO. 
EU-156-1________-. NPOL Fiscal Year 1953/1954 Contracts. 
BU-156—2________.. NPOL Duplication of Inspection. 
MI i a Saari Ordnance Stock Control Center. 
EU-160_-__..__._.___. MAAG/Italy. 
Neate neice cose USIS/France and USIS/ESC. 
Ss: USRO Survey. 
BRE acta irabies MAAG/France—Distribution of Available Assets ? 
EB-INV-63__------ Transportation Charges for MDAP Shipments to UK. 
Be at ionitincinis Mina Contract for FOA Magazine. 
AR iii iictrcsnicicminese Excess Steam Cleaners, AF/UK. 
I-18878-6___...__. Failure to bill for Equipment Repaired for UK. 
I-18878-8_________. Nonutilization, AF Excess Vehicle Parts, by NATO 
countries. 

I-19077-1____-____. Overpayments, Station Per Diem, U. S. Navy, Italy. 
¥~19007 7-2. nee Overpayments, Station Per Diem, AF, UK. 
I-19077-3_.......-. Overpayments, Station Per Diem, U. S. Army, France. 
I-19077—-4____--__-. Overpayments, Station Per Diem, Chateauroux. 
I-19078—1 (includes Inspection, U. 8S. Navy, Naples, Italy. 

18900-3). 
-96ioo. 2a Duplicate Disbursing Offices. 
IND eisstak cic aees Survey, POL Procedures, USAREUR. 
| ee Investigation, Award, Milk Contract, Nouasseur. 
I-19268 _..____ __.. Overpayments, Station Allowances, U. 8. Navy, England. 
fe Irregular Award, AE Contract. 
EGGS C ais Overpayments, Allowances, Military Dependents’ Absence 


from Post. 


Internal reports used for information and operational purposes * 


BU-163—2________-. Aid for French NATO Forces. 

eR ek a eas ICA/Italy Productivity. 

TE Dilan diciiniinnniclid ICA/Greece. 

ERs caccinastnscabicaa Sec. 1311 Review fiscal year 1955. 

ae conithicemncncenals SETAF Financial and Contracting Activities. 
Be Rciestkemeiciisiiie FAP Obligations. 


See footnotes at end of listing. 
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Internal reports used for information and operational purposes —Continued 


BU-228-1_..--.--- SBCP—Navy Branch Audit Office. 

EB-AS-3-__-----_-. Evaluation of Stock Fund Accounting and Consumer Fund- 
ing in the Army (USAREUR).’ 

HB-AS—4___.___._. Development and Organization of UFAT.’ 

HB-AS-5-_----~---- Development and Organization of a GAO/USAFE Systems 
Project Team.” 

EB-AS-9_____----_- Development of USAREUR Depot Cost Accounting System 
for DCMS.’ 

BB-AS-17__....--. Applicability of ACMS USAREUR.’ 

EB-AS-18___-~--~-- Preparation of and Participation in Briefing of COMZ on 
Depot Cost Accounting Systems and DCMS Concepts.’ 

EB-AS-23___------ Evaluation of the Air Force Monetary Inventory Accounting 


(IBM) System at Base Level.’ 





EB-AS-25_-------. DCMS Implementation of Cost Accounting System at Five 
Depots. 

EB-AS-27__------- Implementation by USAREUR of the Uniform Stock Fund 
Accounting System.’ 

HB-AS-28............. Development of USAREUR Class I ACMS Draft Manual.’ 

EB-AS-387_----~---- Evaluation of “Bookless Bookkeeping.” * 

EB-AS-43__.-----~- Organization of a Chateauroux Supply and Accounting Sys- 
tems Team.’ 

BB-AS-51_-------- Extension of EAM Excess System to Include Property in 
the Custody of Disposal Officers.* 

EB-INV-66_____--- Rail Fare Concessions by Italian Railways to U. S. Mili- 
tary Personnel. 

EB-INV-69______-. Travel Irregularities, AF, Germany. 

EB-INV-85___--_-. Questionable Payments, Station Allowances, U. S. Navy, 
Naples. 

EB-INV-87-___--_-_-- Army Compliance with Public Law 664. 

I-17020 (6 cases)_-. Shortages, Disbursing Officers. 

SRI tats ratiease is ase Investigation, Navy Hat Contract. 


I-18566 (4 cases). Base Construction, SBCP. 
I-18566 (6 cases)_-. Base Construction, SBCP. 


I-—18566-1.3_....... Investigation, Land Acquisition. 

I-18566-5.1_-.-___.__ Award of SBCP Contracts. 

I-18566-7.2________ Procurement of POL Pipe, SBCP. 

I-18566-13.2_______ Survey, Utilization MSTS Vessels. 

I-18566-13.3_-.--- Survey, Excess Costs, Household Goods. 

I-18566-13.4__..... SBCP Compliance with Public Law 664. 

I-18566-15.1__-___- Bid Solicitation and Award Procedures, SBCP. 

j-160el-1............ Offshore Contract, Award to Alleged Communist Firm, 
Italy. 

I-18902-1.1________ Disposal Excess Property. 

FG ae ce eign nse — Alleged Kickbacks from Refugees. 

DRT caceecveniicigienes Debarred Contractors List. 

Dec racer cacanins Offshore Procurement, House Trailers. 

acticin Investigation, Construction Contract. 

I-19078-2_________. Repair and Furnishing of Admiral’s Quarters, USN, Naples. 

PU Sire se cinesictnns Engineer Contract for Bridge Bays. 

IN siempre Hxcess Ammunition, AF/UK. 

FTA incest est Fulbright Program, Italy-France. 


1 Any significant actions or findings included in this group of reports are included in 
Reports of Significant Findings to the Appropriations Committees and/or the Comptroller 
General’s Annual Report. Other information is also utilized for planning additional audit, 
survey, or review assignments. 

2 Reported to Agency in Europe and later combined with EU-—230-3. 

® Many “EB—AS” reports were developed by teams composed of Service and General 
Accounting Office personnel under the Joint Program to Improvce Accounting in the 
Federal Government. In many instances action has been taken by the Services to imple- 
ment the recommendations developed. 
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ANNEX K 


QUARTERLY Progress Report FOR Pertop Aprit 1 THrovuen JuNE 30, 1957 


(United States General Accounting Office, European Branch) 


Summary of report activity, April 1 through June 80, 1957 
Reports on hand beginning of quarter 


scl descents al egineseaeelt eee ate 22 
TO I csi cist Detach ic a ca mcs a ala 27 
49 
Disposed: 
PeURoe ty: GS Fy ek ca nee ieeneics 2 
RJOGUTAR | Te DU cst cnncnscint enced inant ch nepali ail aes 0 
— 32 
Reports on hand at end of quarter: 
PERTEIE CEIIE BO iiscnicc crite amc tea ieee 8 
Being reviewed oF TetereRCed nn. arin isn Ake et eniinenene 7 
ROT OU NN caine Shiites necsmnessnetapacdlpboda ater d ach a RUINS Li Sielhtainnininssiced 2 
— IT 


Statistical summary 


A. MAN-HOURS EXPENDED 


Department of Defense : Man-hours 





























ce nists erent pps ets Geran 1, 322 
OIG in sci sss icssinrn sessing ieee tienen anntnapntaiaidati 3, 721 
DAYS chesscciciscsninissicisipiciatinsiniinnianinicdsaccdalpaaiagiaaaampaeapmnnnaninamlimiaal 2, 237 
Bip Foret. tid sities ntti dase 4, 019 
Civilfan Gepartineith....n nnn cece abe ectiggzeieecinrimn 1, 021 
CB ot a i on esses cnc pension ls ctctdaleaasene ada iad alate bata tnaniat lpia 12, 320 
B. MAN-HOURS EXPENDED ON WORK COMPLETED 
ienniinienijeltcee 4 ba a — i Saab. 
Man-hours 
No. Title Date | Date : 
| assigned | completed This | Cumu- 
period | lative 
| to date 
| 
| DEFENSE—JOINT COMMANDS | 
| 
EB 154-2... | European Command, Military Assist- | Mar. 16,1957!) May 10, 1957 | 147 147 
ance Division, Armament and Vehicu- | 
lar Spare Parts, Camp des Loges, | | | 
France (Paris). | 
EB 204....... | Profits to Foreign Governments in Off- | May 9,1957!| June 28, 1957 184 | 184 
shore Procurement (OSP) Contracts | 
(Paris). | 
eee cits Department of Defense, Mutual | May 16,1956 | Apr. 15, 1957 | 14; 1,323 
| Weapons Development Program | 
(MWDP), Paris, Franee (Paris). 
EB 230-1_. | Department of Defense, Military Assist- | Nov. 30,1956 | May 14,1957 | 451 762 
ance Advisory Group (MAAG), | | | 
Spain (Madrid). | | | } 
EB 230-2_. European Command (EUCOM), |.....do__._____| May 10,1957 | 13} 1,225 
; _MAAG, Italy (Rome). | 
EB 230-3-__. EUCOM, MAAG, France (Paris) .- |. do. te May 3,1957 | 10 1, 405 
EB 230-4-._- | EUCOM, MAAG, Pakistan (Frank- | Dec. 6,1956 | May 13,1957 | 13 | 863 
furt). | | 
EB 230-5. EUCOM, Joint American Military | Nov. 30,1956 |_....do._____| 13 | 998 
Mission For Aid to Turkey (Paris). 
EB 230-6_. EUCOM, MAAG, Germany (Frank- |_....do Apr. 23, 1957 | 10 457 
furt). j 
EB 230-8....... EUCOM—Review of Stockpile B | Mar. 14, 1957 | Apr. 12, 1957 | 2 32 
(Frankfurt). | 
EB 244....-. Department of Defense, Review of Re- | Mar. 29,1957 | May 16, 1957 84 | St 


} 
} 
\ 


search and Develonment 
OSP Contracts and MW DP Bilateral 
Agreements, Wiesbaden, Germany, 
and Paris, France (Paris). 


See footnotes at end of table. 


Costs in | 


| 
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Statistical summary—Continued 
B. MAN-HOURS EXPENDED ON WORK COMPLETED—Continued 





Man-hours 
No. Title Date Date 
assigned completed This 
period | lative 
to date 





DEFENSE—ARMY 


Ge United States Army, Europe |May 14,1957! | May 22,1957 6 6 ER 
(USAREUR), Signal Technical Serv- 
ice, Offshore Procurement (OSP)- 
(Paris). EF 
ye USAREUR Southern Area Command, | Aug. 15,1956 | Apr. 12, 1957 16 325 a 
Review of Repairs and Utilities 
(Frankfurt). 
2) Survey, Army Materiel Reserve Pro- | Aug. 16,1956 | June 6, 1957 86 1, 785 
(EB-INV-76) zm Within USAREUR (Frank- 
urt). 
EB 265..._.._..| Development of USAREUR Class I | Oct. 22,1956 | Apr. 12, 1957 3 1, 008 EE 
(EB-AS-28) ACMS Draft Manual Which is Com- 
patible with Public Law 863 and the 
ACMS Feasibility Study (AS-17) 
(Frankfurt). 
BB 206........ Application of the Principles of ACMS | Apr. 1, 1957 | June 30, 1957 380 380 ( 
at Headquarters Area Command 
(HACOM) in Accordance with the 
Draft Manual Developed Under 
Project EB 265 (Frankfurt). — 


DEFENSE—NAVY 


EB 228-3...._- Spanish Base Construction Program | Nov. 8,1956 | Apr. 30, 1957 65 71 
(SBCP), Review of Performance 
Bond Requirements (Madrid). 

EB 228-4_____. SBC P—Review of Award of Contract to |_....do-___.-_-- May 9, 1957 13 13 EI 
Thompson and Lichter for Engineer- EI 


ing Services (Madrid). 

EB 229-1__.-.- SBCP—Review of U.S. Naval Installa- | Nov. 2, 1956 
tion at Rota, Spain (Madrid). 

EB 27-1.....- SBCP—Preliminary Survey at U.S. Air | Mar. 13, 1957 
Force Base, San Pablo, Spain (Ma- 


omned cs cleans 68 860 


a Soe 160 160 EI 


(USAFE), Offshore Procurement 
(Paris). 

EB 169-2_.___. Mutual Weapons Development Pro- | Mar. 18, 1955 
gram, Air Force Contract With Re- 
search Center, The Hague, Nether- 
lands (Paris) 

EB 203-2_.__.- Air Material Force, European Area | Jan, 13,1956 
(AMFEA), Wiesbaden, Germany— 
Examination of OSP Contracts 
(Frankfurt). 

ee AMFEA, London Air Procurement Dis- | Apr. 17, 1957! 
trict, London, England—Review of 
re of Contracts (Lon- 
don). 

ae USAFE, Third Air Force, United | Apr. 12, 1957 
Kingdom—Study to Exclude Gaso- 
line Tax from Transportation Con- 
tracts (Paris). 

| AMFEA, London Air Procurement | Apr. 16, 1957 
District, London, England—Review 
of Administration of Contract with 
Thorn Electrical, Ltd. (Frankfurt 
and Paris). 

EB 252 (I- Inspection of Seaweed Stocks, Records | Aug. 8, 1955 

18878-5). and Procedures (London). 

EB 253 Utilization of Excess Serviceable Vehicle | May 2, 1956 

(I-18878-8). Parts by North Atlantic Treaty 
Organization (NATO) Countries 
(London). 

EB 267 Evaluation of the Practicality of AF | Aug. 23, 1956 

(EB-AS-22). Base Supply and Accounting Proce- | 
dures in Maintaining Records for Re- 
pair Parts and Supplies Distributed | 
on the Basis of Supply Tables (Paris). | 


May 28, 1957 38 1, 065 EI 


June 21, 1957 24 89 
June 14, 1957 108 108 
Apr. 30, 1957 20 20 EI 


June 13, 1957 62 62 EI 
EI 


June 28, 1957 160 | 1,175 EI 
Apr. 15, 1957 4 223 


drid). 
DEFENSE—AIR FORCE EI 
EB 124-2_._... United States Air Forces in Europe | Jan. 15, 1957!| May 22, 1957 40 40 
May 17, 1957 43 273 
| 





See footnotes at end of table. I 





No, 


EB 268 
(EB-AS-23). 


EB 269 
(EB-AS-45). 


EB 233.......- 


EB 254 
(I-19326). 
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Statistical summary—Continued 
B. MAN-HOURS EXPENDED ON WORK COMPLETED—Continued 


Title 





DEFENSE—AIR FORCE—COntinued 


Evaluation of Monetary Inventory 
Accounting System at Air Force Base 
Level (Paris). 

Implementation of Air Force General 
Supplies Stock Fund in USAFE 
(Paris). 


CIVIL 


International Cooperation Administra- 
tion, United States Operations Mis- 
sion to Yugoslavia—Review of End 
Use Inspections and Counterpart 
Utilization (Paris). 

International Cooperation Administra- 
tion, United States Operations Mis- 
sion to Greece—Allegations of Irregu- 
larities (Rome). 


C. MAN-HOURS EXPENDED ON WORK IN 





EB 196-2. ...- 
EB 196........ 


EB 205. -.- 


EB 222-2 


EB 258 (EB- 
INV-77). 


EB Mi. ...2..- 


EB 259 (EB- 
INV-78). 


| 
| 
-| Offshore Procurement, U. S. 
} 
} 


DEFENSE—JOINT COMMANDS 





Exempt Taxes, Offshore Procurement 


Contracts, Europe (Frankfurt). 

European Command, Joint Construc- 

tion Agency, Conjunctive Funding of 
NATO Infrastructure, Paris, France 
(Paris). 

Entitle- 
ment to Social Charges From Which 
Contractors are Relieved by the 
French Government (Paris). 

Department of Defense, Facilities As- 

| sistance Program—Review of Con- 

| tracting Policies and Procedures, 
| Sandhofen, Germany and Paris, 
| France (Frankfurt and Paris). 

| Spanish Base Construction Program- 

Justification for Elimination of Mata- 

gorda, Spain, as Site for U. S. Naval 

Air Station (Madrid). 

| Investigation of Proposed Award of 

| Surplus Commodity Housing Project, 

France, to Compagnie Immobiliere 

Marc Rainaut (CIMR) (Paris). 


} DEFENSE-—ARMY 


United States 
(USAREUR), Ordnance 

| Procurement Examination, 

hofen, Germany (Frankfurt). 
USAREUR, Communication 
Orleans, France (Paris). 

| USAREUR, Signal Technical Service, 
Various Locations— Review of Supply 
Activities (Paris). 

Review of Engineer Supply Activities, 
USAREUR, and _ Evaluation of 
Project MASS (Frankfurt). 

Review of Army Materiel Reserve Pro- 
cedures, Records, and Stocks, South- 

| ern European Task Force (SETAF), 

| U.S. Army, Berona, Italy (Rome). 

Survey Equipment Requirements, 

| USAREUR, 850th Engineer Avia- 

| tion Battalion, Bordeaux, France 
(Paris). 

Survey, Equipment Requirements, 7th 
Engineer Brigade, USAREUR, 
Rhein/Main Air Base, Germany 
(Frankfurt). 


Army, Europe 
Offshore 


Sand- 


Zone, 





See footnotes at end of table. 





Date 
assigned 


Nov. 


Mar. 


5, 1956 


25, 1957 


Apr. 25, 1957! 


Mar. 29, 1956 


Mar. 


Nov. 


Feb. 


Feb. 


May 


Jan. 


Jan. 


Nov. 


Apr. 


Apr. 


Nov. 


Apr. 


Oct. 


1, 1957 
7, 1955 


21, 1956 


15, 1957 


4, 1957 


8, 1957 


10, 1957 


15, 1956 
8, 1957 


12, 1957 


6, 1956 


1, 1957 


29, 1956 


| Man-hours 











Date 

completed This | Cumu- 
period | lative 
to date 
May 3,1957 279 436 
June 11, 19572 136 176 
May 9, 1957 10 10 
Apr. 11, 1957 8 426 

PROCESS 
Sept. om 164 164 
(3) | dna 411 
July 15, 1957 | 17 386 
iin Diascaael 131 190 
4) 53 | 53 
July 15, 1957 16 176 

} 
aid ii. 981 1, 315 
Sept. 1, 1067 |..--..---. 113 
Aug. 15,1957 | 1,044 1,044 
Oct. 21, 1957 400 400 
Sept. 15, 1957 468 468 
Aug. 1,1957 32 32 
| 

esend | 40 341 
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Statistical summary—Continued 
C. MAN-HOURS EXPENDED ON WORK IN PROCESS—Continued 


j 
Man-hours 


No. Title Date Date 

assigned completed This | Cumu- 
period | lative 

| to date 


DEFENSE—ARMY—continued | 


EB 260 (EB- | Survey, Equipment © Requirements, | Jan. 18,1957 | Aug, 1, 19575 33 36 EB 
INV-79). U. S. Army Engineer Aviation Bat- 
talion, United Kingdom (London). 
EB 270, -....-- Evaluation of Army Command Manage- | June 10, 1957 | Sept. 30, 1957 120 120 
ment System Pilot Installation at 
Headquarters Area Command (EB 
266) and Finalization of Draft Manual | 
Developed Under EB 265 (Frankfurt). | EB 
i |): ee Participating with USAREUR Field | May 1,1957 | July 31, 1957 112 112 
Assistance Team in Developing and 
Presenting Briefing on the Army 
Command Management System, as 
Applied to Headquarters Area Com- | 
mand, to Other Army Commands 
Within USAREUR (Frankfurt). 


EB 











DEFENSE—NAVY 


EB 229-3--_-.-.- SBC P—Review of Construction at U.S. | Nov. 2, 1956 i) 484 1, 293 
Air Foree Base at Torrejon, Spain 
(Madrid), 
EB 229-3A....| SBCP—Special Assignment re Location | May 6,1957 | Aug. 1, 1957 112 112 
= ao Strip at Torrejon, Spain (Ma- 
rid). 
Be Wi......... SBCP—Review of Conversion of A & E | Mar. 13, 1957 
Contract from. CPFF to Lump Sum 
(Madrid). 
EB 236..-...-- SBC P—Review of Construction at U.S. | Apr. 8, 1957 | Aug. 15, 1957 648 648 
Air Force Base, Moron, Spain (Ma- Cc 
drid). 
| fe SBCP—Review of POL Facilities for | Apr. 22,1957 | Aug. 1, 1957 423 423 Cc 
Bases in Spain (Madrid). Cc 
EB 247-2___... SBC P—Review of Construction at U.8. | May 20,1957 | Aug. 15, 1957 
Air Force Base, San Pablo, Spain ’ 
(Madrid). 


pric 
3 


ow 7 ee 


poeew DD cccnaens 264 824 


DEFENSE—AIR FORCE 


BB 300......... USAFE, 12th Air Force, Review of Con- | June 15, 1955 (8) 6 2, 593 
struction Contracts, Wiesbaden, Ger- 
many (Frankfurt). 

EB 227-1. ..... AMFEA, Chateauroux Air Depot, | Oct. 22, 1956 (®) 
Chateauroux, France (Paris). 

EB 227-2. .-_-- USAFE, Review of Supply Operations |____.do_...-_-- (8) 8 8 
at Base. Level—Various Locations in ita 
France (Paris). 

EB 234..._....| USAFE, 12th Air Force—Review of | Feb. 14,1957 | July 15,1957 | 1,245 | 
Local Procurement at Selected Bases | 
(Frankfurt and Paris). me 

Be Os. ....... | USAFE, Third Air Force, United King- | Mar. 15, 1957 | July 30, 1957 5 234 264 
dom—Review of Housing Program 
Generated from Sale of Surplus To- | E 
bacco to U. K. (London). 

ee anus USAFE, Third Air Force, United King- |____.do 
dom—Review of Major Construction 
Program (London). 

EB 255 Survey of Military Air Transport Serv- | May 15, 1956 
(I-19404). ice (MATS) Operations and Proce- 
= Rhein/Main, Germany (Frank- 
urt). 

Study of the Generation, Accountability | Nov. 13, 1956 
and Disposition of Reparable Prop- 
81A). erty by Air Force Depots and Bases 

and the Administration of Civil Main- = 
tenance Contracts (Frankfurt). 

EB 262 Study of the Generation, Accountability 
(EB-INV- and Disposition of Reparable Prop- 
81B). erty by Depots and Bases, and the | 

Administration of Civil Maintenance | 

Contracts (London). | 
Pel Oe Joint GAO-USAFE Analysis of Ac- | May 15,1957 | Sept. 30, 1957 375 375 

counting and Disbursing Procedures 

with Recommended Simplifications 

to be Achieved by Integration as Pro- 

vided by AFR 170-10, dated Mar. 

26, 1957 (Frankfurt). 


See footnotes at end of table. 


g 
5 


July 15, 1957 204| 301 


(8) 8| 1,055 E 
E 
Sept. 1,1957| 380] 1,344 


a 
° 
' 
Q 
° 


645 752 a 
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Statistical summary—Continued 


C. MAN-HOURS EXPENDED ON WORK IN PROCESS—Continued 


Man-hours 








| | _ es 
No Title Date Date | :- 
| assigned | completed | This | Cumu- 
| | period | lative 
| to date 
= : ’ ii asinine teasing soln cattenctsaaelieicelcmeaaiae 
CIVIL 
} ' 
ii} | International Cooperation Administra- | Mar. 15, 19577 (8) 166 166 


tion (ICA), United States Operations | 

| Mission to Spain (USOM/Spain)— } | 

| Review of Operations (Paris). 

EB 215.....-- | United States Information Agency, | Mar. 1, 19578 ) 499 566 
Rome, Italy—Review Operations 

With Emphasis on Contracts (Rome). 














EB 242........| Inspection of Fiscal, Procurement, | Mar. 15,1957 | Aug. 15, 1957 338 338 
Property Management and Related 
Activities, Department of State, U. 8. | 
Embassy, Western Germany (Frank- 
furt). 
i | 
DO. nticvaimiidncntninnicetelieiamhatneniiiaiiin aaaapiodasin | 12,320 | 36,800 








1 Assignment reopened. 

2 Canceled at the reguest of USAFE due to USAF assurance that GSSF will not be extended to USAFE 
prior ro July 1, 1958. 

3 Suspense. 

4 Preliminary report under evaluation, 

‘ Target date revised since last report. 

6 Awaiting agency reply. 

7 Assignment reopened. 

§ Date reassigned. 


D. COLLECTIONS FOR FISCAL YBAR 1957 


COR COR: Fi PO ig aie renee $14, 355 
Be gh ga een ised ae a PN OR NE ARIE A oe 39, 209 
GComectious Tor Ge Ceri a ee ee ee 88, 52: 


Collections for 4th quarter: Reimbursement to Joint Construction 
Agency (JCA) of overpayment made to Collins Construction Company, 














Texas, under JCA Contract DA-91-623-EC (229) (I-19297)_--_-____ 2, 375 
Collections for fiscal year ending June 30, 1957_------___---__-_- 94, 462 
E,. ACCOMPLISHMENTS REPORTED IN FISCAL YEAR 1957 
Accomplishments reported, July 1, 1956, through June 30, 1957 : 
No. | Nature Estimated Actual 
savings recoveries 
Accomplishments reported July 1, 1956, through Mar. 31, 1957__ ' $2. 834, 003 $625, 103 
EB 35. --| Sale of World War II serviceable vehicles and spare parts to ; thine 247, 000 
French Government under plan developed by GAO, European 
Branch. 
EB 36. a | Priee reduction in contracts for bus hire due to exemption from M000 Andincauss ‘ 
gasoline tax in United Kingdom (Air Force). | 
EB 37__.} Cancellation of requisitions for equipment excess to current re- (2) | (?) 
{| quirements of USAREUR materiel reserve program (Army). } 
EB 38__.| Transfer of collections from suspense account to miscellaneous |_..-._..._--- 13, 368 
| receipt account (Army). 
2, 854, 003 | 885, 471 





! Cancellation of outstanding orders amounting to $2,436,000 (accomplishment EB 347) at Chateauroux 
considered ‘‘indeterminable.”’ 


2 Indeterminable. 
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United States defense expenditures, fiscal years 1956-58 


{In millions of dollars] 





Fiscal year— 


1958 1957 1956 
(estimated) | (estimated) 


RE ic niente ananhclanacudnuk adéelpwchd Gnigindiieky diibbingaicenamiaae 1, 530. 8 1, 986. 9 
I IID id 5 ns acta ears cae elves aan eine ienosoeniae 54.5 55.3 
IE i rien ce rcieetagin sichinbniiscnasstitanael ealamaeaaiann 75.6 61.0 





Note.—Amounts shown include military pay, major equipment offshore procurement for MAP, NATO 
infrastructure, construction, civilian pay, material and supplies, and contractual services. 

Source: United States defense expenditures entering the balance of payments. 

Statutory references: See, generally, titles 10, 34, and 50 of the United States Code. Procurement, see 
title 41, United States Code, secs. 151-162. 


Mutual security programs, fiscal years 1956-58 


[In millions of dollars] 


| 
Europe North Africa | Middle East 


Fiscal year 1956: 





Military assistance_- $27. 5 
SE I DiS Sasiincichignn ake ee cageenhnndsaltgninion taba 57.5 
Economic, technical cooperation, and other...........---. 24.2 $7.5 49.5 
Fiscal year 1957: 
TE WI oad dani eaneanined reine 450. 4 1.6 64.8 
I I in cain asinine in ese area Eee Thawncceseaens 45.0 
Economic, technical cooperation, and other. .............. 16.1 44.9 86.0 
Fiscal year 1958: 
ey MER ila da ticcie oh deeb ehedbesaacebs 573. 4 1.0 67.1 
SE MII in nai nad ocradccan+aneneanendominanteanal 120.0 30.0 20.0 
Economic, technical cooperation, and other.....-...-.-... 39.4 9.7 25.1 
Source: Mutual security program fiscal year 1958 budget presentations. 
Statutory reference: Mutual Security Act of 1954, 68 Stat. 832, as amended. 
Department of State 
Estimated 
annual 
Program and activity empenditure 
Diplomatic representation and political analysis (note 1)_-------_- $8, 100, 000 
CORIAES GUE CUTIE oe il eh i nicer enc rnties 4, 750, 000 
rena UU TIINIIN  ON  cslderinc nici om cnee ms eb rensinlgnabenn 9, 400, 000 
Escapee program (note 4) : 
Ie NNN acta ace gee an vac cc circ ant sc ean mba 4, 785, 000 
IR TE TO CRIN 6 ica cdi iii cctcccdacanten 600, 000 
NOTES 


1. Foreign Service Act of 1946: 

“Src. 301. Officers and employees of the Service shall, under the direction of 
the Secretary, represent abroad the interests of the United States and shall 
perform the duties and comply with the obligations resulting from the nature of 
their appointments or assignments or imposed on them by the terms of any law 
or by any order or regulation issued pursuant to law or by any international 
agreement to which the United States is a party. 

“Sec. 311. The officers and employees of the Service shall, under such regula- 
tions as the President may prescribe, perform duties and functions in behalf of 
any Government agency or any other establishment of the Government requiring 
their services, including those in the legislative and judicial branches, but the 
absence of such regulations shall not preclude officers and employees of the 
Service from acting for and on behalf of any such Government agency or 
establishment whenever it shall, through the Department, request their services.” 

2. Executive Order 10249 of June 4, 1951, states: 

“By virtue of the authority vested in me by Section 311 of the Foreign Service 
Act of 1946, 60 Stat. 1002 (22 U. S. C. 846), and as President of the United 





Stat 
fun 


S66 


dats 
and 
466 
obte 
the 
thre 


ae 


mai 
hen 
the 

due 
the 

tion 
Ser 
the 

tral 
pre 
Der 
opp 
side 


dat 
fur 
nec 
rea 
the 
the 
tics 


ma 


Pr 





GENERAL ACCOUNTING OFFICE IN EUROPE 531 


NoTES—continued 


States, I hereby prescribe the following regulations with respect to the reporting 
functions of the Foreign Service of the United States: 

“Secorron 1. As used in this order, the words ‘foreign data’ shall mean any 
data obtained or to be obtained in foreign countries, including reports, statistics, 
and publications. 

“Sec. 2. Subject to the provisions of this order, the Department of State shall 
obtain for any Federal department or agency, through the Foreign Service of 
the United States, such foreign data as such department or agency may request 
through the Department of State. 

“Sec. 8. The Secretary of State is authorized and directed to prepare and 
maintain, for use in carrying out the purposes of this order, (a) a compre- 
hensive statement of the types of foreign data appropriate to be obtained through 
the Foreign Service which would be of substantial use to the United States, with 
due attention in the preparation of this statement to the relative importance of 
the several types of data, and (b) standards which shall govern the determina- 
tion by the Department of State to transmit or not to transmit to the Foreign 
Service, for action, any request for foreign data and which shall also govern 
the assignment of priorities by the Department of State to the several requests 
transmitted by it to the Foreign Service for action. In connection with the 
preparation of the said statement and standards and any revision thereof, the 
Department of State shall afford interested Federal departments and agencies 
opportunity for consultation and shall accord their advice appropriate con- 
sideration. 

“Sec. 4. The Department of State may assign priorities to requests for foreign 
data, which priorities shall govern the Foreign Service in connection with the 
furnishing of the requested data; and it may take such measures as may be 
necessary or appropriate to keep the work falling upon the Foreign Service by 
reason of the furnishing of data to Federal departments and agencies within 
the resources of the Foreign Service available for such work. In carrying out 
the provisions of this section, the Department of State shall, to the extent prac- 
ticable, be guided by the determinations of any other department or agency 
requesting foreign data as to the relative priorities of any two or more requests 
made by such department or agency.” 


3. Functions: Statutory Authority 


Reporting Deaths and Protecting Es- 
tates of U. 8S. Citizens abroad. 

Protection of American Property 
Abroad. 


Notarials, Depositions and Letters 
Rogatory, Authentications, Public 
Documents, and Quasi-legal Serv- 
ices. 

Shipping and Seamen Services____--~- 


Protection, Welfare, and Whereabouts 
of U. 8S. Citizens Abroad. 
Prisoners of War and Red Cross______ 


Repatriation from Abroad of Destitute 
U. S. Citizens. 


Services Abroad in Behalf of Federal 
Agencies and Federal Beneficiaries. 


22 U. S. C. 1175-1179; 5 U. S. C. 151ce, 
156. 

International law, including treaties, 
and traditional responsibility of Sec- 
retary of State derivative from 5 
U.S. C. 151¢ and 156. 

22 U. S. C. 1195, 1203, 1204; 18 U. S. C. 
3492-3496; 28 U. S. C. 1740-1742, 
1781, 1783, 1784; 5 U. S. C. 151e, 156; 
35 U. 8S. C. 115, 261; 15 U. S. C. 1061. 

22 U. S. C. 1178; 5 U. S. C. 151c, 156; 
46 U. S. C. 12, 40, 354, 355, 569, 570, 
593, 605, 624, 656-658, 662, 678, 679, 
682-685, 701 (3 Comp. Gen. 936), 703, 
721, 747. 

International law, including treaties, 
and traditional responsibility of Sec- 
retary of State derivative from 5 
U.S. C. 151¢ and 156. 

International law, including the four 
1949 Geneva Conventions for the pro- 
tection of victims of war. 

Traditional responsibility of Secretary 
of State derivative from 5 U. S. C. 
15le and 156; Laws making appro- 
priations to Department of State; 31 
U. S. C. 107 (24 Comp. Gen. 544). 

22 U. S. C. 846; 5 U. S. C. 151¢; Execu- 
tive Order 6017. 
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NOTES—continued 


8. Functions—Continued Statutory Authority 
Representation by a Foreign Govern- Various exchanges of diplomatic notes, 


ment of U. S. Interests in a Third and treaties; 5 U. 8. ©. 15l1c, and 156. 


Country, Representation by U. 8S. of 

Interests of Other Governments 

Abroad, Representation in U. 8S. by 

Other Governments of Interests of 

a Third Country. 

Establishing and Revising Schedules of 5 U. S. C. 140, 151c; 22 U. S. C. 811a, 

Fees for Services Rendered. 1197, 1201, 1186, 1182, 1188~—1195, 
1198, 1199, 1202; Executive Order 
7968, as amended (being consolidated 
in proposed Executive Order, now at 
White House for issuance). 

Fie ONS ci dindacdiskiaais Immigration and Nationality Act, 66 
Stat. 168; 8 U. S.C. 1101; War Brides 
Act, 59 Stat. 659; 8 U. S. C. 232-236; 
International Organizations Immuni- 
ties Act, 59 Stat. 669; 8 U. S. C. 203; 
U. N. Headquarters Agreement, 61 
Stat. 756; 22 U. S. C. Supp. 287; U.S. 
Information and Educational Ex- 
change Act, 62 Stat. 6; 22 U. S. C. 
1446; Universal Military Training 
and Service Act, 62 Stat. 604; 50 
U. 8S. C. Supp. 451 (a) ;- Displaced 
Persons Act, 62 Stat. 1009. 

Paneert: 10GROMCCR ic esis resernnns Establishment of Passport Office, 66 
Stat. 163, Sec. 104; Authority to estab- 
lish, maintain and operate passport 
and despatch agencies, P. L. 885, 84th 
Congress, Other laws governing issu- 
ance of passports, 22 U. 8S. OC. 211a, 
212, 213, 214, 217a, 218. 

Nationality determinations___________ . Immigration and Nationality Act, 66 
Stat. 163. Previous legislation, 54 
Stat. 1137, 52 Stat. 1247, 49 Stat. 1917, 
48 Stat. 797, 34 Stat. 1228, Revised 
Statutes, sec. 1993. 

Travel control of citizens in time of 8 U.S.C. 1185, 22 U.S. C. 223-227. 

war or national emergency. 

NED NN isi acacia dndencpen.b my sie ace Internal Security Act of 1950, 64 Stat. 
987, Section 6 (not yet operative) 18 
U. 8. C. 1541-1544, 


4. This program is financed from mutual security appropriations pursuant to 
sec. 405 of the Mutual Seeurity Act of 1954, amended. 
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UNITED STATES INFORMATION AGENCY 


The program of the United States Information Agency is carried out on a 
country basis, funds being allotted for all activities within each country. Sep- 
arate allotments are made for USRO, Munich radio center and the radio relay 
base. The estimated cost of the program for fiscal year 1957 is $19,181,000, 
allotted as follows: 


Thousands 

Dich ae cocaine i cincinnati na habla acini nd asta $961 
Os Aetse ine cctinienthebanisnss sn cites pice cea aaaalatps namibia tama 170 
EI ides Secs bile wianinnsikcsi ancestries belatatbianigpaliaaliniisediaamaaiiaaaiel 189 
ha atic pa i sores ities inden daria ape ial Malhaaicamiiean aaa 252 
DO ai aint titi hh aa cca cacchemitaihiaadeincacaain oa iesiapieteeadicaameE 2, 400 
GGPIREE RRO RIN 2) oa eh a di 8, 200 
Mumielh, Seem Comber, MIR |. 5. sii ens ceitebh lie tenbehicbnie 941 
Thc Te FN nn i ce steric lp het ip ac teledeieleeb cemtacinainn 1, 093 
Che Ts cass ah scene lirics sade ta eemngheneh entice ca nniadadahaentaia 691 
SC ais in iach emis meen anidctrancicapicn tesla ete tc tacleiaiila ahaa 15z 
SI eit ccna sectarian de Lhe gl ean linha wishes dele aac einige ancainsinicihniiiapehaitig 2, 500 
Ty re icc seins insect Miata bomen Uliana tpn 153 
DRC IN Sci castes eitgince cures tcctinntagnnnticcscitenahtlianh Gilaeinipmaiaainiaiasiniaticabinpate ate aig eS 148 
PORE hon So el i el ee eel ee 88 
Sa St ik skh allah eh talented bhatt ale eal alan bd delcaltcihasbtaola 507 
SOO nc a hi hail el cate Neel ll sah acetate alt 162 
Sow as i dies license cei adc chi eh bce able nll titer 124 
WIR 2 Cte, Bi ae en decal eek i cd cial 398 
Umite@ States regional offices; Pavitt... nis hs tt eh ie 52 
II sss latencies thinness alah tilt lalelea chia ais aiadiaat pata 19, 181 


NOTE 1.—Includes Federal Republic of Germany, Berlin, and RIAS. 


The program in the European area consists of the operation of information 
centers, dissemination of information through radio, television, films, and printed 
matter, including RIAS (radio in the American sector) from West Berlin and 
the Munich radio center and the relay base of Voice of America, both at Munich, 
and the international educational exchange program of the State Department in 
certain countries. 

The statutory authorities for the agency’s activities are: 

1. United States Information and Educational Exchange Act of 1948, Public 
Law 402, as amended. 

2. Reorganization Plan No. 8 of 1953. 

3. Executive Order No. 10477, approved August 1, 1953. 

4. Executive Order No. 10522, approved March 26, 1954. 

5. The International Cultural Exchange and Trade Fair Participation Act 
of 1956, Public Law 860. 


EXHIBIT 2 
HEADQUARTERS, UNITED STATES ARMY, EUROPE 


PROCUREMENT CIRCULAR APO 403 


NUMBER 10 30 April 1953 
US-ITaLty Tax AGREEMENT 


1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in Italy with appropriated 
funds. 

2. Purpose——The purpose of this circular is to make available, for informa- 
tion and use, a copy of the US-Italy Tax Agreement (Annex A), consisting of 
a note from the Italian Government to the US Ambassador to Italy, 5 March 
1952, and a note from the US Ambassador, 5 March 1952, with an effective date 
of 5 March 1952. 

3. Tax Agreement.—The US-Italy Tax Agreement was executed in order to 
secure the maximum exemption from the payment of Italian taxes and customs 
duties on expenditures of appropriated funds in Italy. The agreement contains 
information relating to the types of expenditures and procurements to which 
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the agreement is applicable, the exempted taxes and duties, and the procedures 
which are required to obtain the tax relief authorized in such agreement. 

4. Implementing Instructions—Detailed implementing instructions relative to 
securing relief from the payment of foreign taxes and customs duties will be 
made the subject of a subsequent procurement circular. 


[AG 400.12 GLD—Heid Mil 7258] 
By CoMMAND oF LIEUTENANT GENERAL BOLTE: 


OFFICIAL : Epwarp T. WILLIAMS, 
L. V. WARNER, Major General, GS 
Brigadier General, USA Chief of Staff. 


Adjutant General 


DistRisuTION: Ea Army Procurement and Contracting Officer and Office, plus 
38—CINCUSAFE (info) 
3—COMNAVGER (info) 
ANNEX A 


US-IraLy Tax AGREEMENT 
5 March 1952 
EXXCELLENCY : 

Recently discussions have been held between the Governments of Italy and 
of the United States of America on the subject of Italian taxation insofar as it 
may affect certain United States expenditures for the common defense. These 
discussions have been conducted on the basis of the agreed principle that ex- 
penditures made in Italy by the United States for the common defense should 
be free of Italian taxation. In the course of these discussions certain under- 
standings have been reached which I am pleased to communicate to you as the 
undertakings of the Italian Ministry of Finance: 

1. Relief will be granted by Italy from Italian taxes in the manner specified 
in the annex to this note. Such tax relief will be applied to all United States 
purchases in Italy of armaments, equipment, materials, facilities, and services 
for the common defense effort. The common defense effort is understood to 
include existing foreign aid programs of the United States. 

2. The taxes for which relief will be provided in the manner specified in the 
annex are the Italian: (a) transactions tax (imposta generals sulla entrata) ; 
(b) taxes on production (imposta de fabbricacione), including taxes on textiles 
(imposta sui filati delle fibre tessili) and petroleum products (imposta sugli 
olio minerali); (c) registration of contracts tax (L’imposta di registro); (d) 
taxes on construction and building materials (imposta di consummo: materiali 
per oostruzioni edilizie) ; and (e) import duties (imposta doganali). 

3. Tax relief granted under this note and the annex thereto will be applied 
independently of possible limiting provisions contained in agreements concluded 
earlier and will supplement the tax benefits currently enjoyed in Italy by the 
United States. The relief so accorded will apply to all payments of the United 
States of the character described herein which are made after the date of this 
note. 

4. With respect to any taxes not specifically referred to in this note which might 
be found to be applicable to expenditures of the character described herein, the 
two governments will consult with a view to arriving at mutually satisfactory 
arrangements consistent with the spirit of this note. 

5. Similarly, if other special situations should arise with respect to taxes of 
the types covered by paragraph 2, such situations will be discussed between the 
two governments in the spirit and within the terms of the understandings of the 
present note. If necessary, the Italian Government will examine the feasibility 
of sponsoring appropriate legislation. 

6. The laws of Italy with regard to social-security and other contributions 
related to the employment of individuals are not affected by this agreement. 

7. These undertakings enter immediately into effect. Accept, etc. 


ANNEX 


It will be possible for Italy to provide the tax relief described in the note of 
the Ministry of Finance of March 5, 1952, within the framework of existing 
legislation and in the manner described below : 
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1. With respect to procurement of goods and services: Procurement by or_on 
behalf of the United States of the character described in the note of March 1952, 
will have the benefit as exports of fiscal exemptions. 

(A) For IGE (Transactions Tax), the system applied will be: 

(i) Exemption for such purchases from the payment of the normal tax 
applicable to the last sale. 

(ii) Reimbursement of the IGE already included in the price of goods so 
procured. The Ministry of Finance will determine through ministerial 
debates the amount of the IGE actually included in such categories of goods 
and the amount which accordingly will be reimbursed on such purchases 
of the United States. This amount will be reimbursed by the Ministry of 
Finance to the vendor to the United States. Upon prior notification of the 
American authorities of categories as to which procurement may be made, 
the Italian administration will be able to state the amount of tax reimburs- 
able in each such category, and will give this information to the American 
authorities even before publication of the decrees in the official gazette. The 
price paid by the United States to the vendor thus will be net of taxes. 

(iii) Exemption of the tax on the furnishing of services under contracts 
for processing, repair, or rebuilding of “non-nationalized” items, for example, 
items not formally incorporated into the Italian economy. 

(B) For production taxes, including those on textiles and petroleum products, 
the allowance or the reimbursement will be conceded or maintained by the Min- 
istry of Finance according to current procedures. 

(C) For the tax on registration of contracts, it is hereby made clear that no 
tax is applicable on contracts stipulated or concluded outside of Italy. 

2. With respect to construction in Italy and the procurement of goods and 
services intended for the common defense in Italy, the Italian administration 
will assume the burden of taxes affecting expenditures of the United States. 
The taxes included in this article are the IGEH, the registration of contracts tax 
and every other tax that can be applied to procurement or to construction or 
maintenance thereof, including such consumption tax on building materials as 
may possibly be chargeable. 

(A) Where procurement or construction is carried out by the armed forces 
of the United States, or by means of a contract to which the United States or an 
agency thereof is a party, the Italian administration will sustain that part of the 
cost which can be attributed to the above-mentioned Italian taxes. Appropriate 
agreements will be made with the interested Italian ministry concerning the 
procedural aspects of this paragraph. 

(B) Where procurement or construction is carried out by the Italian Govern- 
ment or by its armed forces, the United States will reimburse the Italian Gov- 
ernment the agreed part of the total cost of the construction or procurement less 
an amount established by application to the United States contribution of the 
percentage of taxes in the total cost. 

3. (A) Import duties are currently suspended with regard to the more impor- 
tant articles of a military nature imported into Italy. Such exemption will be 
extended, insofar as possible, to all articles imported by or on behalf of the United 
States having the character of defense or other aid within the framework of 
common defense. 

(B) Customs duties for which exemption or allowance cannot be conceded 
under current regulations will be assumed as a burden by the Italian adminis- 
tration. 

(C) For articles bought by the American Government for defense or other ai@ 


purposes, there will be applied the reimbursements of duties foreseen by existing 
customs law. 


5 Mareh 1952: 
His Excellency MINIster Ez1o VANONI, 


Minister of Finance. 

EXCELLENCY: We have received your Note (with attached Annex) of March 5, 
1952, which reads as follows: 

“Recently discussions have been held between the Governments of Italy and 
of the United States of America on the subject of Italian taxation in so far as it 
may affect certain United States expenditures for the common defense. These 
discussions have been conducted on the basis of the agreed principle that ex- 
penditures made in Italy by the United States for the common defense should 
be free of Italian taxation. In the course of these discussions certain under- 
standings have been reached, which I am pleased to communicate to you as the 
undertakings of the Italian Ministry of Finance: 








536 GENERAL ACCOUNTING OFFICE IN EUROPE 


“1. Relief will be granted by Italy from Italian taxes in the manner specified 
in the Annex to this Note. Such tax relief will be applied to all United States 
purchases in Italy of armament, equipment, materials, facilities and services 
for the common defense effort. The common defense effort is understood to 
include existing foreign aid programs of the United States. 

“2. The taxes for which relief will be provided in the manner specified in the 
Annex are the Italian: (a) Transactions tax (Imposta Generale sulla Entrata) ; 
(b) Taxes on production (Imposte di Fabbricazione), including taxes on 
textiles (Imposta sui Filati delle Fibre Tessili) and petroleum products (Imposta 
sugli Olii Minerali) ; (¢c) Registration of contracts tax (L’Imposta di Registro) ; 
(d) Taxes on construction and building materials (Imposte di Consumo: 
Materiali per Costruzioni Edilizie) ; and (e) Import duties (Imposte Doganali). 

“3. The tax relief granted under this Note and the Annex thereto will be 

applied independently of possible limiting provisions contained in agreements 
concluded earlier and will supplement the tax benefits currently enjoyed in 
Italy by the United States. The relief so accorded will apply to all payments of 
the United States of the character described herein which are made after the 
date of this Note. 
- “4, With respect to any taxes not specifically referred to in this Note which 
might be found to be applicable to expenditures of the character described 
herein, the two Governments will consult with a view to arriving at mutually 
satisfactory arrangements consistent with the spirit of this Note. 

“5. Similarly, if other special situations should arise with respect to taxes 
of the type covered by paragraph 2, such situations will be discussed between 
the two Governments in the spirit and within the terms of the understandings 
of the present Note. If necessary, the Italian Government will examine the 
feasibility of sponsoring appropriate legislation. 

“6. The laws of Italy with regard to social security and other contributions 
related to the employment of individuals are not affected by this Agreement. 

“7. These undertakings enter immediately into effect.” 

“It will be possible for Italy to provide the tax relief described in Note of the 
Minister of Finance of March 5, 1952, within the framework of existing legisla- 
tion and in the manner described below : 

“1. With respect to procurement of goods and services: Procurement by or 
on behalf of the United States of the character described in the Note of March 5, 
1952, will have the benefit as exports of fiscal exemptions. (a) For I. G. E., 
the system applied will be: (i) Exemption for such purchases from the payment 
of the normal tax applicable to the last sale; (ii) Reimbursement of the I. G. E., 
already included in the price of goods so procured. The Minister of Finance 
will determine, through Ministerial Decree, the amount of the I. G. E. actually 
included in such categories of goods and the amount which accordingly will be 
reimbursed on such purchases of the United States. This amount will be reim- 
bursed by the Ministry of Finance to the vendor to the United States. Upon 
prior notification of the American authorities of categories as to which procure- 
ment may be made the Italian Administration will be able to state the amount of 
tax reimbursable in each such category, and will give this information to the 
American authorities even before publication of the Decrees in the Official 
Gazette. The price paid by the United States to the vendor thus will be net of 
taxes. (iii) Exemption of the tax on the furnishing of services under contracts 
for processing, repair or rebuilding of non-nationalized items (that is, not 
formally incorporated into the Italian economy). (b) For production taxes 
including those on textiles and petroleum products the allowance or the reim- 
bursement will be conceded or maintained by the Ministry of Finance according 
to current procedures. (c) For the tax on registration of contracts, it is hereby 
made ont that no tax is applicable on contracts stipulated or concluded outside 
of Italy. 

“2. With respect to construction in Italy and the procurement of goods and 
services intended for the common defense in Italy: The Italian Administration 
will assume the burden of taxes affecting expenditures of the United States. 
The taxes included in this Article are the I. G. E., the registration of contracts 
tax and every other tax that can be applied to procurement or to construction 
or maintenance thereof, including such consumption tax on building materials 
as may possibly be chargeable. (a) Where procurement or construction is 
carried out by the Armed Forces of the United States, or by means of a contract 
to which the United States or agency thereof is a party, the Italian Administra- 
tion will sustain that part of the cost which can be attributed to the above- 
mentioned Italian taxes. Appropriate agreements will be made with the inter- 





GENPRAL ACCOUNTING OFFICE IN EUROPE 537 


ested Italian Ministry concerning the procedural aspects of this paragraph. (b) 
Where procurement or construction is carried out by the Italian Government or 
by its Armed Forces, the United States will reimburse the Italian Government 
the agreed part of the total cost of the construction or procurement less an 
amount established by application to the United States contribution of the per- 
centage of taxes in the total cost. 

“3. (a) Import duties are currently suspended with regard to the more im- 
portant articles of a military nature imported into Italy. Such exemption will 
be extended, in so far as possible, to all articles imported by or on behalf of the 
United States having the character of defense or other aid within the framework 
of common defense. (b) Customs duties for which exemption or allowance 
cannot be conceded under current regulations will be assumed as a burden by 
the Italian Administration. (c) For articles bought by the American Govern- 
ment for defense or other aid purposes, there will be applied the reimbursements 
of duties foreseen by existing customs law.” 

We hereby express our agreement to the above Note and Annex. 

Please accept Excellency assurances of my highest consideration. 

JAMES CLEMENT DUNN, 
American Ambassador. 
Rome, Irary, March 5, 1952. 


HEADQUARTERS, UNITED STaTES ARMY, EUROPE 


US-Norway Tax AGREEMENT 
PROCUREMENT CIRCULAR APO 403 
NuMBER 11 80 April 1953 


1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in Norway with appropriate 
funds. 

2. Purpose.—The purpose of this circular is to make available, for informa- 
tion and use, a copy of the US-Norway Tax Agreement (Annex A), consisting 
of three notes from the Norwegian Government to the US Ambassador to Nor- 
way, 27 June 1952, and American Embassy notes Nos. 452, 453, and 454, 27 
June 1952, with an effective date of 27 June 1952. 

3. Tax Agreement.—The US-Norway Tax Agreement was executed in order 
to secure the maximum possible exemption from the payment of Norwegian 
taxes and customs duties on expenditures of appropriated funds in Norway. 
The agreement contains information relating to the types of expenditures and 
procurements to which the agreement is applicable, the exempted taxes and 
duties, certain nonexempt taxes and duties, and the procedures which are re- 
quired to obtain the tax relief authorized in such agreement. 

4. Implementing Insitructions.—Detailed implementing instructions relative 
to securing relief from the payment of foreign taxes and customs duties will be 
made the subject of a subsequent procurement circular. 

[AG 400.12 GLD—Heid Mil 7258] 


By COMMAND OF LIEUTENANT GENERAL BOLTE: 


Epwarp T. WILLIAMS, 
Major General, GS 
OFFICIAL : Chief of Staff. 
L. V. WARNER, 
Brigadier General, USA 
Adjutant General. 
DISTRIBUTION : Ea Army Procurement and Contracting Officer and Office, plus 
3—CINCUSAFE (info). 
3—COMNAVGER (info). 
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ANNEX A 


US-Norway Tax AGREEMENT 
Oslo, June 27, 1952 
His Excellency CHArtes ULRIcK Bay, 
Ambassador of the United States of America, Oslo. 


Your Exce.tency: Within the context of the obligations assumed under the 
North Atlantic Treaty, discussions have recently been held between the Govern- 
ment of the United States of America and the Government of Norway on the 
Subject of Norwegian taxation insofar as it may affect United States expenditures 
for the common defense. These discussions have culminated in certain under- 
standings, which I am pleased to communicate to you as the undertakings of my 
Government : 

1. Relief will be granted by Norway from Norwegian taxes, as indicated below. 
Such tax relief will be applied to all United States expenditures in Norway for 
equipment, materials, facilities, and service for the common defense effort, 
including such expenditures for any foreign aid program of the United States. 

2. The relief to be extended will apply to Norwegian sales taxes and import 
duties or import taxes. 

38. The procedure to be employed in extending such tax relief to expenditures 
by or on behalf of the United States will be: 

(a) Exemption from sales taxes, including excise taxes on petroleum. 

(b) Exemption from all customs duties and taxes on imported articles or 
imported components or materials. The normal drawback or refund of duty for 
reexported articles will apply whether such articles are retained in Norway or 
are in fact exported. 

(c) The exemptions specified in (a) and (b) above will include taxes and 
customs duties, if any, in connection with sales to contractors with respect to 
contracts financed by the United States. 

(d) With respect to infrastructure and any other program for which the Nor- 
wegian Government may act as procuring agency and receive reimbursement in 
whole or in part from the United States Government, procedures will be applied 
so as to ensure that the contribution of the United States is an amount which is 
net of Norwegian taxes as defined above. This procedure will be to reduce the 
amount of any charge to the Government of the United States by a sum which 
is computed by applying to the share of the United States, including taxes, the 
ratio which the aggregate amount of taxes bears to the total amount, including 
taxes, of the expenditures. 

4. With respect to any Norwegian taxes not specifically referred to in this 
note which might be found to be applicable to United States expenditures in the 
categories embraced in this note, the two Governments will agree upon pro- 
cedures with the purpose of making available exemption or relief therefrom 
consistent with the understandings contained herein. 

5. The tax benefits or exemptions now in effect will be continued in effect 
without regard to limitations which may be contained in other agreements pre- 
viously signed. 

6. The relief to be accorded hereunder is applicable to all expenditures made 
after the date of this note. The laws of Norway with regard to social security 
and other contributions related to the employment of individuals are not affected 
by this agreement. 

Upon receipt of a note from Your Excellency indicating that the foregoing 
provisions are acceptable to the Government of the United States of America, 
the Norwegian Government will consider that this note and your reply thereto 
constitute an agreement between the two Governments on this subject, which shal] 
enter into force on the date of your note in reply. 

Accept, Your Excellency, the assurance of my highest consideration. 


HALvArRD LANGE. 


No. 452. Oslo, June 27, 1952 


His Excellency Mr. HAtvarp M. LANGE, 
The Royal Norwegian Minister for Foreign Affairs, Oslo. 


EXCELLENCY: I have the honor to acknowledge the receipt of your note of to- 
day’s date, which reads as follows: 

“Within the context of the obligations assumed under the North Atlantic 
Treaty, discussions have recently been held between the Government of the 
United States of America and the Government of Norway on the subject of Nor- 
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wegian taxation insofar as it may affect United States expenditures for the 
common defense. These discussions have culminated in certain understandings, 
which I am pleased to communicate to you as the undertakings of my Govern- 
ment: 

“1. Relief will be granted by Norway from Norwegian taxes, as indicated be- 
low. Such tax relief will be applied to all United States expenditures in Norway 
for equipment, materials, facilities, and service for the common defense effort, 
including such expenditures for any foreign aid program of the United States. 

“2. The relief to be extended will apply to Norwegian sales taxes and import 
duties or import taxes. 

“3. The procedure tg be employed in extending such tax relief to expenditures 
by or on behalf of the United States will be: 

“(a) Exemption from sales taxes, including excise taxes on petroleum. 

“(b) Exemption from all customs duties and taxes on imported articles or 
imported components or materials. The normal drawback or refund of duty 
for re-exported articles will apply whether such articles are retained in Norway 
or are in fact exported. 

“(c) The exemptions specified in (a) and (b) above will include taxes and 
customs duties, if any, in connection with sales to contractors with respect to 
contracts financed by the United States. 

“(d) With respect to infrastructure and any other program for which the 
Norwegian Government may act as procuring agency and receive reimbursement 
in whole or in part from the United States Government, procedures will be ap- 
plied so as to ensure that the contribution of the United States is an amount 
which is net of Norwegian taxes as defined above. This procedure will be to 
reduce the amount of any charge to the Government of the United States by a 
sum which is computed by applying to the share of the United States, including 
taxes, the ratio which the aggregate amount of taxes bears to the total amount, 
including taxes, of the expenditures. 

“4. With respect to any Norwegian taxes not specifically referred to in this 
note which might be found to be applicable to United States expenditures in the 
categories embraced in this note, the two Governments will agree upon pro- 
cedures with the purpose of making available exemption or relief therefrom 
consistent with the understandings contained herein. 

“5. The tax benefits or exemptions now in effect will be continued in effect 
without regard to limitations which may be contained in other agreements pre- 
viously signed. 

“6. The relief to be accorded hereunder is applicable to all expenditures made 
after the date of this note. The laws of Norway with regard to social security 
and other contributions related to the employment of individuals are not affected 
by this agreement. 

“Upon receipt of a note from Your Excellency indicating that the foregoing 
provisions are acceptable to the Government of the United States of America, the 
Norwegian Government will consider that this note and your reply thereto con- 
stitute an agreement between the two Governments on this subject, which shall 
enter into force on the date of your note in reply.” 

In reply I have the honor to confirm that the provisions set forth in the said 
note are acceptable to the Government of the United Staes of America. The 
Government of the United States agrees with your proposal that your note and 
this reply shall constitute an agreement between our two Governments on this 
subject, which shall enter into force on the date of this note. 

Please accept, Excellency, the assurances of my highest consideration. 


C. Utrick Bay. 


Oslo, 27th June, 1952 
His Excellency CHARLES ULRICK Bay, 
Ambassador of the United States of America, Oslo. 


Your EXceLtLtency: In my letter of today’s date with respect to the relief of 
certain expenditures of the United States in Norway from Norwegian taxes, the 
special export arrangements on pulp and paper, sulphur, sulphur pyrites, and 
copper bearing ores and certain fish products are not explicitly covered. These 
duties were excluded from the note because of the uncertainty of United States 
purchases in these categories in the near future and because of certain consid- 
erations affecting Norwegian discussions of raw material prices with certain 
members of the OEEC. 

As you will remember, the Norwegian authorities were of the opinion that 
such export arrangements fell outside the scope of the tax relief arrangements 
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because they had been introduced for internal price stabilization purposes. Fur- 
thermore the Norwegian authorities were of the opinion that the export arrange- 
ments had no significant effect on Norwegian export prices and would thus not 
have an effect on the prices in the markets in which the United States Govern- 
ment might be making purchases. 

It is understood that the United States authorities are examining further 
the question whether or not the above special export arrangements will affect 
contemplated procurement expenditures of the United States in Norway and 
should therefore specifically be included in the scope of the tax relief arrange- 
ments. Should the decision be reached that relief in these cases is desirable, the 
Norwegian Government, on the basis of the principle -_ expenditures of the 
United States for the common defense, including any foreign aid program, should 
not be subject to Norwegian taxes, undertakes to enter into negotiations with the 
appropriate United States authorities with a view to reaching a solution which 
is acceptable to both parties. The Norwegian Government reserves its position 
as to the question whether these special export arrangements can properly be 
regarded as taxes within the context of the note. 

Accept, Your Excellency, the assurance of my highest consideration. 


HALVARD LANGE. 


Oslo, June 27, 1952 
No. 453. 
His Excellency Mr. Hatvarp M. LANGE, 
The Royal Norwegian Minister for Foreign Affairs, Oslo. 


EXcCELLENCY: I have the honor to acknowledge the receipt of your letter of 
today’s date which notes that the special export arrangements on pulp and 
paper, sulphur, sulphur pyrites and copper bearing ores and certain fish prod- 
ucts are not explicitly covered in the exchange of notes between our two Govern- 
ments with respect to relief of certain expenditures of the United States in 
Norway from Norwegian taxes. 

I wish to confirm your understanding that the United States authorities are 
studying the question of the possible effect of such special export arrangements 
on the procurement expenditures of the United States in Norway and therefore 
whether they should be specifically included in the scope of the tax relief arrange- 
ments. I am pleased to know that should a decision be reached that such inclu- 
sion is desirable, the Norwegian Government, on the basis of the principle that 
expenditures of the United States for the common defense including any foreign 
aid program should not be subject to Norwegian taxes, will enter into negotiations 
with appropriate United States authorities with a view to finding a solution 
acceptable to both parties. I have also taken note that the Norwegian Govern- 
ment reserves its position on the question of whether the special export arrange- 
ments can properly be regarded as taxes within the context of the notes ex- 
changed between the two Governments on the subject. 

Please accept, Excellency, the renewed assurances of my highest considera- 
tion. 

C. ULRICK Bay. 


Oslo, 27th June, 1952 

With reference to the discussions between the Norwegian and the United 
States officials with respect to relief of certain expenditures of the United States 
in Norway from Norwegian taxes, the Ministry of Foreign Affairs has the honor 
to state the following: 

During the discussions the question arose as to the applicability of such tax 
relief to capital goods. The United States representatives indicated that it was 
the intention of the United States authorities to ask for tax relief only on capital 
goods which were substantially used up in the process of fulfilling the produc- 
tion or construction being financed by the United States. It was not the inten- 
tion of the United States to claim tax relief for machinery already installed in 
factories which subsequently received orders from the United States, nor for 
new machinery which would have a useful life extending far beyond the time 
of the contract. The Norwegian authorities presume that at the time each con- 
tract is concluded it will be necessary for representatives of the two Govern- 
ments to determine whether there are any capital goods used to fulfill the 
contract which qualify for special tax exemption. 
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Oslo, June 27, 1952 
No. 454. 


THE Royat NORWEGIAN MINISTRY FOR FOREIGN AFFAIRS, OSLO: 


The Embassy of the United States of America presents its compliments to 
the Royal Norwegian Ministry for Foreign Affairs and has the honor to refer to 
the Ministry’s note of June 27, 1952, on the applicability to capital goods of the 
tax relief agreed to in today’s exchange of notes between the two Governments. 
The Embassy wishes to confirm that the contents of this note correctly represent 
the position of the United States Government. 





HEADQUARTERS, UNITED STATES ARMY, EUROPE 


PROCUREMENT CIRCULAR APO 403 


NUMBER 15 11 August 1954 
US-Turkey Tax AGREEMENT 


1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in Turkey with appropriated 
funds. 

2. Purpose.—The purpose of this circular is to make available for information 
and use, a copy of the US-Turkey Tax Agreement (ANNEX A), with an effective 
date of 23 June 1954. 

3. Taw Agreement.—The US-Turkey Tax Agreement was executed in order to 
Secure the maximum possible exemption from the payment of Turkish taxes and 
duties on expenditures of appropriated funds in Turkey. The agreement contains 
information relating to the expenditures and procurements to which the agree- 
ment is applicable, the exempted taxes and duties, procedures necessary to obtain 
relief from taxes or duties not covered in the agreement, and the procedures 
which are required to obtain the tax relief authorized in such agreement. 

4. Implementing Instructions.—Detailed implementing instructions relative to 
securing relief from the payment of foreign taxes and customs duties will be 
made the subject of a subsequent procurement circular. 

[AG 400.12 GLD—Heid Mil 7891] 


By COMMAND OF GENERAL HOGE: 
OFFICIAL: 





D. R. VAN SICKLER C. B. FERENBAUGH, 
Colonel, AGC Major General, GS 
Adjutant General Chief of Staff. 


DISTRIBUTION : Special. 
ANNEX A 


Unitep STATES OF AMERICA AND TURKEY 


Within the context of the obligations assumed by them under the North 
Atlantic Treaty, the Government of the United States of America and the Govern- 
ment of the Republic of Turkey have agreed as follows with respect to Turkish 
taxation so far as it may affect expenditures by or on behalf of the United States 
for common defense : 

1. Relief will be granted by the Turkish Government from Turkish taxes, sur- 
taxes, duties, fees and charges enumerated in paragraphs 2 and 3 below. Such 
tax relief will be applied to all expenditures by or on behalf of the United States 
in Turkey for goods, facilities and services for the common defense effort, in- 
cluding expenditures for any foreign aid program of the United States. 

2. The expenditures by or on behalf of the United States, referred to in para- 
graph 1 above, will be relieved from the following Turkish taxes and duties: 

(a) Taxes, duties and fees payable on goods imported into Turkey or in 
connection with the importation of goods into Turkey. 

(b) Transaction tax. 

(c) Transportation tax. 

(d) Fees and stamp duties. 

(e) National and municipal taxes and surtaxes on electricity and gas. 

(f) Municipal taxes on boilers and engines. 

(g) Taxes on liquid fuels procured locally. 
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¢(h) National defense tax on telephone and telegraph charges. 

(i) Duties and charges payable in connection with the operation of vessels 
and aircraft. 

(j) Municipal taxes on the award of contracts and on advertisements. 

‘ (k) Consumption tax on sugar. 
' (1) Monopoly, defense and special consumption taxes on manufactured tobacco 
and alcoholic beverages. 

3. The expenditures by or on behalf of the United States, referred to in para- 
graph 1 above, will also be relieved from any corporation or income taxes 
assessed against firms or persons of United States nationality or persons of 
United States nationality employed by them. 

4. The procedures to be employed in accomplishing relief from the taxes, sur- 
taxes, duties, fees and charges enumerated in paragraphs 2 and 3 above, and 
the extent of such relief, are stipulated in the Annex to this Agreement. 

5. Relief will include taxes, surtaxes, duties, fees and charges, if any, under 
paragraphs 2 and 3 above, in connection with expenditures by contractors or 
their sub-contractors with respect to contracts financed by the United States. 

6. This Agreement does not affect expenditures by individuals; nor shall it 
extend to small expenditures otherwise covered by this Agreement where there 
is no formal contract concluded by a “contracting and purchasing officer” or 
other person duly authorized to conclude contracts by or on behalf of the 
United States. 

7. With respect to infrastructure and other programs for which the Turkish 
Government may act as procuring agency and receive reimbursement in whole or 
in part from the United States Government, procedures will be applied so as 
to ensure that the contribution of the United States is an amount which is net 
of the Turkish taxes and duties covered by paragraph 2 and any other taxes and 
duties from which relief may subsequently be obtained under paragraph 8 of this 
Agreement. 

8. With respect to any Turkish taxes, surtaxes, duties, fees and charges not 
specifically relieved by this Agreement, which might be found to be applicable 
to United States expenditures in the categories embraced in this Agreement, 
the two Governments will discuss whether relief from such taxes would be con- 
sistent with the principles underlying this Agreement. If so, the two Govern- 
ments will undertake to establish procedures providing for the United States 
Government appropriate relief similar to that outlined in this Agreement. 

9. This Agreement is not intended to affect any other tax relief provided by 
the Turkish Government in accordance with existing Agreements or Turkish 
legislation nor will this Agreement be affected by the Agreement signed at 
London on June 19, 1951, on the status of the North Atlantic Treaty Organiza- 
tion forces. 

10. This Agreement does not provide relief from social security and other 
contributions related to the employment of individuals. 

11. The United States Government and the Turkish Government will coop- 
erate and will take appropriate measures with a view to ensuring the effective 
application of this Agreement under the principles enunciated and solely for 
the purposes envisaged herein. 

12. Relief to be accorded hereunder is applicable to all expenditures made 
after the date of this Agreement. 

In witness whereof the respective representatives, duly authorized for the 
purpose, have signed the present Agreement. 

Done at Ankara, Turkey, in duplicate, in the English and Turkish languages, 
each of which shall be of equal authenticity, this twenty-third day of June, 1954. 


For the Government of the United For the Government of the Republic 
States of America: of Turkey: 
AvaRA M. WARREN (SEAL) Fuao Koprutu’ (SEAL) 


Pursuant to the provisions of paragraph 4 of the Agreement of which this 
Annex is a part, the procedures to be employed in accomplishing relief from 
the taxes, surtaxes, duties, fees and charges enumerated in paragraphs 2 and 3 
of the Agreement, the extent of such relief, and the dates and numbers of the 
pertinent Turkish laws, are hereinafter set forth. 

1. Taxes, duties and fees payable on goods imported into Turkey or in con- 
nection with the importation of goods into Turkey. 

(a) Customs duties (Gumruk vergisi). (Law No. 5383 of May 11, 1949 and 
Law No. 6290 of February 26, 1954, and any amendments. ) 
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(b) Customs duties (share of municipalities) (Gumruk vergisinden belediye 
hissesi). (Law No. 5237 of July 9, 1940 and Law No. 5383 of May 11, 1949, 
and any amendments. ) 

(c) Transaction tax on imports (Ithalat muamele vergisi). (Law No. 3843 
of June 4, 1940, and any amendmeuts. ) 

(d) Quay duties (Rihtim resmi). (Law No. 5842 of August 16, 1951, and any 
amendments. ) 

(e) Consumption tax on petroleum and petroleum products (Petrol ve mustak- 
larindan alinan istihlak vergisi). (Law No. 1718 of June 17, 1930, and any 
amendments. ) 

(f) Road tax on liquid fuels (Akaryakitlardan alinan yol vergisi). (Law No. 
5889, of February 22, 1952, and any amendments. ) 

(g) Defense stamps on customs documents (Gumruklerde kullanilan bazi 
vesikalara yapistririlan mudafaa pulu). (Law No. 2456 of May 3, 1931, and 
any ameudments. ) 

(h) Stamp duties connected with customs documents (Bu vesikalarla ilgili 
damga resmi). (Law No. 1327 of May 29, 1928, and any amendments. ) 

(i) Customs storage fees (Gumruk ardiye ucreti). (Law No. 5383 of May 11, 

949, and any amendments. ) 

A declaration to the Turkish office mentioned in paragraph 18 below shall be 
made by the United States authorities, the contractor under a contract with the 
United States or a sub-contractor thereunder, or the Turkish authorities acting 
as procurement agency on behalf of the United States, as the case may be, 
showing the kind and quantity of the goods to be imported into Turkey for pur- 
poses of common defense. The declaration shall contain a statement to the 
effect that the importation is subject to relief from taxes under the terms of the 
Agreement, and where feasible and not prejudicial to the mutual security in- 
terests of both Governments shall be supported by plans, projects, contracts or 
specifications of the work to be carried out and the original or a certified copy 
of the invoice for the goods. The declaration shall be certified by the aforesaid 
Turkish office, and upon its presentation to the Turkish Customs Administra- 
tion, the entry of the goods into Turkey shall be exempted from the levy and 
paymeut of the above-enumerated taxes, duties and fees. It is understood that 
the tax relief covered by this paragraph includes relief on goods purchased 
outside of Turkey and imported into Turkey. 

In the event goods of foreign origin required for purposes of common defense 
are procured in Turkey, the following procedure shall apply. If substantial 
quantities of unused goods of foreign origin are purchased from firms engaged 
in the sale of such goods, the total of the above-enumerated taxes, duties and 
fees, to the extent they are identifiable on the books and documents of the selling 
firm or on the customs registries at the port of entry, shall be refunded to the 
United States authorities or to the contractor in their behalf by the Turkish 
Government. The fact that goods thus procured are required for the purposes 
envisaged herein and are in quantities necessary for the work shall be certified 
by the Turkish office mentioned in paragraph 18 below, on the basis of a state- 
ment and accompanying documents as envisaged in the preceding paragraph, 
to be presented by the purchaser. The above procedure shall be applied to 
goods other than liquid fuels. The procedure to be applied to liquid fuels 
procured in Turkey is set forth in paragraph 9 below. 

These procedures shall be applied in harmony with other required procedures 
applied by the Turkish Customs Administration, to ensure that the goods in 
question shall be available expeditiously for the stated purposes of common 
defense. 

2. Transaction tax on manufacturing (Imalat muanele vergisi). (Law No. 
8843 of June 4, 1940, and any amendments. ) 

(a) In the event articles subject to transaction tax are manufactured in 
Turkey by the United States Government or on its behalf by a contractor, ex- 
clusively for purposes of common defense and not for delivery to any third 
person, no transaction tax shall be paid thereon and relief from the tax shall 
be afforded by way of exemption. 

(b) In the event articles manufactured in Turkey are purchased by the 
United States Government or on its behalf by a construction contractor for 
purposes of common defense, relief from this tax shall be accorded by refund 
of the amount of such tax to the United States Government or to the construc- 
tion contractor The transaction tax included in the manufacturers’ sales price, 
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in accordance with the nature of the article, is presently expressed by the 
following ratios: 
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Calculation of the transaction tax paid with respect to manufactured articles is 
made by applying these ratios to the gross prices, including taxes, of the manu- 
facturing establishments. Purchasers shall be required to keep and produce on 
demand documents to show from which manufacturing establishment the articles 
were bought and the amount of the transaction tax paid to the manufacturing 
establishment in connection with the delivery of the articles. In cases where 
substantial quantities of articles are purchased from a commercial firm engaged 
in the sale of such articles and not directly from the manufacturer, evidence 
of the price at which the articles were bought from the manufacturer by the 
commercial firm shall be produced, so that the wholesale price, including taxes, 
to which the above ratios may be applied, may be determined. 

3. Transportation taw (Nakliyat resmi). (Law No. 472 of April 10, 1340 A. H. 
(1924 A. D.) and Law No. 3828 of May 17, 1940, and any amendments. ) 

The transportation tax paid with respect to the transportation of goods by 
ships between Turkish ports or by railway trains in Turkey for purposes of 
common defense, shall be determined on the basis of documents to be obtained 
from the transportation agencies and produced by the United States Govern- 
ment or on its behalf by the contractor, and shall be refunded to the United 
States Government or the contractor, respectively, by the Turkish Government. 

The transportation tax paid with respect to travel of United States personnel 
who are present in Turkey for purposes of common defense as envisaged in this 
Agreement, in ships and railway trains in Turkey in connection with their official 
duties, shall be determined in the same manner and shall be refunded by the 
Turkish Government. 

4. Fees (Hareclar). (Law No. 5887 of February 25, 1952, other laws providing 
for fees, and any amendments. ) 

Any transaction connected with expenditures for purposes of common defense, 
provided that a statement to the effect that the transaction is subject to relief 
from taxes under the terms of the Agreement is contained in the appropriate 
document, shall be exempt from fees. 

5. Stamp duties (Damga resmi). (Law No. 1324 of May 29, 1928, and any 
amendments. ) 

All advertisements and documents and certificates, whether drawn up in 
Turkey or abroad, provided that they contain a statement to the effect that they 
are subject to relief from taxes under the terms of the Agreement, shall be 
exempt from stamp duties. 

6. National taxes on the consumption of electricity and gas (Devietce alinan 
elektrik ve havagazi istihlak vergisi). (Law No. 1718 of June 17, 1930, and any 
amendments. ) 

Any electricity and gas to be consumed in the construction or maintenance of 
facilities required for the common defense, including living quarters on the site 
of such facilities, shall be exempt from the national consumption tax. 

7. Municipal taxes on the consumption of electricity and gas (Belediyelerce 
alinan elektrik ve havagazi istihlak vergisi). (Law No. 5237 of July 9, 1948, 
and any amendments. ) 

Any electricity and gas consumed under the conditions described in paragraph 
6 above shall also be exempt from municipal consumption taxes and surtaxes, 

8. Municipal taxes on boilers and engines (Belediyelerce alinan motor ve kazan 
resmi). (Law No. 5237 of July 9, 1948, and any amendments.) 

Boilers and engines to be used as a source of motive power in any activities 
involving expenditures for purposes of common defense shall be exempt from 
municipal permit taxes and surtaxes. 

9. Taxes on liquid fuels procured locally (Dahilde tedarik olunacak akaryakit- 
lardan alinan vergi ve resimler). (Laws enumerated in paragraph 1 of this 
Annex and Law No. 5237 of July 9, 1948, and any amendments. ) 

Tax relief on the importation of liquid fuels required for activities involving 
expenditures for purposes of common defense has been accorded by sub-para- 
graph 2 (a) of the Agreement and elaborated in paragraph 1 of this Annex. 
The provision contained in sub-paragraph 2 (g) of the Agreement supplements 
such relief. Under this provision: 
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(a) Relief from taxes on liquid fuels to be purchased by United States person- 
nel who are members of the United States forces and their civilian component 
as defined in the NATO Status of Forces Agreement (and supplementary ar- 
rangements) for vehicles used in connection with their official travels will be 
provided through a mechanism similar to that applied to personnel of foreign 
diplomatic and military missions in Turkey. 

(b) In the event the liquid fuels procured in bulk by the United States Gov- 
ernment, or on its behalf by a construction contractor, under the procedure 
envisaged in paragraph 1 of this Annex, are insufficient or in cases of urgency, 
the liquid fuels required for purposes of common defense may be procured tax- 
free on a wholesale basis from specified depots of distributing agencies in 
Turkey, in accordance with a procedure similar to that applied to foreign diplo- 
matic mission in Turkey. 

The Turkish office mentioned in paragraph 18 of this Annex shall ensure that, 
considering the quantities of liquid fuels imported tax-free, the liquid fuels 
procured under the procedures envisaged in this paragraph are in accord with 
actual requirements for purposes of common defense. 

(c) Liquid fuels produced in Turkey may be procured tax-free from producers 
by the United States Government or on its behalf by a construction contractor 
for purposes of common defense. The Turkish office mentioned in paragraph 
18 of this Annex shall ensure that fuels procured in this manner are in accord 
with actual requirements for purposes of common defense. 

10. National defense tax on telephone and telegraph charges (Telgraf ve 
telefon ueretlerinden alinan mudafaa vergisi). (Law No. 5004 of February 17, 
1947, and any amendments. ) 

National defense taxes paid with respect to expenditures by the United 
States Government or on its behalf by construction contractor of United States 
nationality on telephone and telegraph charges, which are subject to this tax, 
shall be refunded by the Turkish Government on the basis of pertinent receipts 
or other documents, to the United States Government or to the construction 
contractor. 

11. Duties and charges payable in connection with the operation of vessels and 
aircraft. 

Vessels calling at Turkish ports or aircraft calling at Turkish airfields to 
load or unload goods or to embark or disembark personnel or for other purposes 
in connection exclusively with common defense as envisaged in the Agreement, 
and goods unloaded from or loaded by such vessels or aircraft at Turkish ports 
or airfields, shall be relieved from: 

(a) Harbor occupation duty (Liman isgal resmi). (Law No. 5237 of July 9, 
1948, and any amendments. ) 

(b) Duties payable on vessels (Merakibi bahriyeden alinacak rusum). (Law 
No. 216 of April 15, 13838 A. H. (1922 A. D.) and Law No. 1755 of February 2, 1931, 
and any amendments. ) 

(c) Charges payable at piers, quays, canals, etc. (Iskele, rihtim, kanal ve 
saire iel ilgili mururiye resimleri). (Law No. 3004 of June 8, 1936, and any 
amendments. ) 

(d) Sanitary duties (Rusumu sihhiye). (Law No. 500 of April 21, 1340 A. H. 
(1924 A. D.) and Law No. 3056 of July 31, 1936, and any amendments.) Relief 
shall not be accorded for payments for services actually rendered by Turkish 
authorities for the vessels in question. 

(e) Duties and charges connected with services with respect to the protection 
of life and property at sea, such as the services of lighthouses, lighted buoys, 
marker buoys and lifesaving facilities, and pilotage and towage (Fenerler, ziyali 
samandiralar, gecit samandiralari, tahlisiye hizmetleri, kilavuzluk ve remorkaj 
gibi denizde mal ve can korunmasina muteallik hizmetlerle ilgili resim ve 
ucretler). (Law No. 3056 of July 31, 1936, and Law No. 5842 of August 16, 1951, 
and any amendments.) Relief shall not be accorded for payments for services 
actually rendered by Turkish authorities for the vessels in question. 

(f) Charges for services at airfields (Hava meydanlarinda yapilan hizmetler 
karsiliginda alinan ucretler). (Law No. 3424 of June 14, 1938, and any amend- 
ments.) Relief shall not be accorded for payments for services actually rendered 
by Turkish authorities for the aircraft in question. 

Relief from the duties and charges listed in sub-paragraphs (a), (b), (c), 
and (f) above shall be by way of exemption. Relief from the duties and charges 
listed in sub-paragraphs (d) and (e) above shall be by way of refund by the 
Turkish Government to the payer of the duties and charges in question. 
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The relief provided for in this paragraph, whether through exemption or 
refund, shall not preclude the Turkish authorities from performing services 
which may be required of them under Turkish legislation. 

12, Municipal taves on the award of contracts and on advertisements, 
‘(Belediyeleree ailnan ilan ve tellallik resmi). (Law No. 5237 of July 9, 1948, 
and any amendments.) 

In connection with activities for purposes of common defense, purchases 
effected through public bids and awards of contracts by public bids or submission 
of sealed tenders (adjudications), shall be exempt from municipal taxes on the 
award of contracts; advertisements shall be exempt from municipal taxes on 
advertisements. 

13. Consumption taxes on sugar. (Seker istihlak vergileri). (Law No. 1718 
of June 17, 1930, and any amendments.) 

Refined sugar may be sold by the Turkish manufacturers to the United States 
Government or to special military agencies of the United States, such as post 
exchanges, commissaries and officers’ clubs, for the exclusive use of United States 
personnel, at a price net of the variable consumption tax and surtaxes. The Turk- 
ish office mentioned in paragraph 18 of this Annex shall certify that the sugar 
thus purchased is in quantities to meet the requirements of the United States per- 
sonnel in question. Such sales will be subject to the presentation of a purchase 
request, thus certified to the manufacturers. 

14. Monopoly, defense, and special consumption taxes on manufactured tobacco 
and alcoholic beverages (Manul tutun ve ickilere ait inhisar resimleri, mudafaa 
vergisi ve hususi istihlak vergisi). (Law No. 2460 of May 28, 1934, Law No. 
3437 of June 10, 1938, Law No. 4036 of May 21, 1941, and Law No. 4250 of 
June 8, 1942, and any amendments.) 

Under the terms set forth in paragraph 18 above, tobacco and alcoholic 
beverages manufactured in Turkey may be sold exclusively by the Turkish 
Monopolies Administration to the United States Government or to special military 
agencies of the United States such as post exchanges, commissaries, and officers’ 
clubs, for the exclusive use of United States personnel, at a price including 
monopoly profits but net of the monopoly and defense taxes and of the special 
consumption tax in the case of wines. 

15. Income and Corporation Tages (Gelir ve kurumlar vergileri). (Law No. 
5421 of June 3, 1949, Law No. 5422 of June 3, 1949, and Law No. 5432 of June 
T, 1949, and any amendments. ) 

(a) In accordance with paragraph 3 of the Agreement, expenditures in- 
curred in Turkey by the United States Government or by contractors on its 
behalf in connection with common defense activities undertaken by persons or 
firms of United States nationality, shall be relieved of income and corporation 
taxes. Similarly, expenditures made with respect to individuals of United 
States nationality employed by the aforesaid persons and firms shall be relieved 
of income taxes. Relief from income and corporation taxes of the above-men- 
tioned expenditures shall be ensured as follows: 

(1) Any income or corporation taxes or any monetary penalties with respect 
thereto, which, but for the provisions of the Agreement, should be collected from 
persons or firms of United States nationality with respect to common defense 
activities undertaken by them, shall not be collected. 

(2) Any fees for professional services and wages paid to individuals of 
United States nationality by the aforesaid persons or firms shall not be subject 
to income tax. 

(3) If the entity undertaking common defense activities is a corporation, it 
shall not withhold funds from its income as income tax. 

(b) Sub-paragraphs (a) (2) and (3) above provide for relief by way of 
exemption and such relief shall not entail any obligation for the firms or persons 
referred to therein. 

(c) Sub-paragraph (a) (1) above provides for relief wherein the income 
and corporation taxes to be calculated on the basis of the income of the aforesaid 
persons or firms shall not be collected. The persons and firms referred to in 
sub-paragraph (a) (1) above shall comply with the provisions of the Laws on 
Income and Corporation Taxes and Tax Procedure, referred to at the beginning 
of this paragraph, with respect to income earned by them in Turkey, up to the 
point when income or corporation taxes would be collected but for the provisions 
of the Agreement. The provisions of these laws shall apply with particular 
reference to the furnishing by the persons and firms in question of information 
(including the production of the pertinent records and accounts) required by the 
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appropriate Turkish authorities with regard to other persons or firms with whom 
they have business relations or with regard to other persons to whom they pay 
fees for professional services or wages, in connection with activities in Turkey, 
and which other persons or firms are subject to taxation under Turkish legisla- 
tion; and they shall also apply to the withholding and remission of taxes with 
respect to persons, not covered by sub-paragraph (a) (2) above, to whom they 
pay fees for professional services or wages. 

(d) No payments, or penalties with respect thereto, shall be required of or 
collected from persons or firms of United States nationality, and if previously 
collected shall be refunded, nor shall such persons or firms be required to submit 
any declaration or documents in connection therewith, with respect to income 
or corporation taxes from which relief has been provided for in the Agreement or 
similar abrogated taxes in connection with payments to persons of United States 
nationality as fees for professional services or wages, with respect to common 
defense activities in Turkey between January 1, 1950 and the date of the Agree- 
ment; provided, however, that any such persons or firms engaged in common 
defense activities in Turkey on the date of the Agreement, and which have been 
continuously so engaged since 1950, shall submit to the appropriate Turkish tax 
office, prior to July 8, 1954, Turkish Ministry of Finance Form No. 28, ( Declara- 
tion for Income Tax) and Form No. 29 (Declaration for Corporation Tax), as 
applicable, with respect to income earned by them in connection with such 
activities between January 1, 1950 and December 31, 1953. 

Similarly, no penalties shall be assessed on or collected from, and if previously 
assessed shall be waived, and if previously collected shall be refunded to, persons 
or firms of United States nationality engaged in common defense activities in 
Turkey between January 1, 1950 and the date of the Agreement, with respect 
to taxes withheld or required to be withheld by them from fees for professional 
services or wages paid to their personnel other than those of United States 
nationality, provided that they shall have submitted to the appropriate Turkish 
tax office, within six months following the date of the Agreement, declarations 
on Turkish Ministry of Finance Form No. 15 (Summary Declaration) showing 
the taxes mentioned in this paragraph. 

16. In the event that any of the laws cited in this Annex are modified, abro- 
gated or superseded, the two Governments shall consult as provided in para- 
graph 8 of the Agreement, through the offices mentioned in paragraph 18 below, 
in order to ensure that appropriate relief is granted as envisaged in the Agree- 
ment. 

17. Detailed technical arrangements for implementation of the Agreement and 
this Annex, and any modifications of the procedures set forth herein, including 
those required by the mutual security interests of both Governments, shall be 
the subject of mutual understanding between the proper authorities of the two 
Governments. 

18. The authorized office to act as a coordinating office on behalf of the Turkish 
Government to ensure the efficient application of the terms of this Agreement, 
as provided in paragraph 11 of the Agreement, is the Turkish North Atlantic 
Treaty Central Council constituted in accordance with Ministerial Decree No. 
3/14591 of March 13, 1952. 

The authorized office for such coordination on behalf of the United States 
Government is the Embassy of the United States in Ankara. 

The two Governments may, after consultation, designate other authorities to 
replace the aforesaid offices. 

MINUTE 


It is understood that relief from corporation and income taxes, under para- 
graph 3 of the Agreement and paragraph 15 (a) of the Annex, shall apply to 
persons and firms of United States nationality, excluding, except as may be other- 
wise mutually agreed hereafter under paragraph 8 of the Agreement, persons or 
firms, other than those engaged in technical assistance activities, under contract 
with the Turkish Government. 
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HEADQUARTERS, UNITED STATES ARMY, HuROPE 


PROCUREMENT ere APO 403 
NUMBER 12 1 May 1953 


US—PorruGat Tax AGREEMENT 


1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in Portugal with appropriated 
funds. 

2. Purpose.—The purpose of this circular is to make available, for information 
and use, a copy of the US-Portugal Tax Agreement (Annex A), United States 
Notes Regarding the United States-Portugal Tax Relief Agreement, 1 April 1953, 
which became effective on 1 April 1953. 

3. Tax Agreement.—The US-Portugal Tax Agreement was executed in order 
to secure the maximum possible exemption from the payment of Portuguese taxes 
and customs duties on expenditures of appropriated funds in Portugal. The 
agreement contains information relating to the types of expenditures and procure- 
ments to which the agreement is applicable, the exempted taxes and duties, and 
the procedures which are required to obtain the tax relief authorized in such 
agreement. 

4. Implementing Instructions.—Detailed implementing instructions relative to 
securing relief from the payment of foreign taxes and customs duties will be 
made the subject of a subsequent procurement circular. 


[AG 400.12 GLD—Heid Mil 7258] 


By CoMMAND OF LIEUTENANT GENERAL BOLTE: 
Epwarp T. WILLIAMS, 
Major General, GS 
OFFICIAL : Chief of Staff. 
L. V. WARNER, 
Brigadier General, USA 
Adjutant General 


Distribution: Ea Army Procurement and Contracting Officer and Office, plus 
3—CINCUSAFE (info). 
3—COMNAVGER (info). 
ANNEX A 


UNITED STATES NoTes REGARDING THE UNITED STATES-PoRTUGAL TAx RELIEF 
AGREEMENT 
AMERICAN EMBASSY 
Lisbon, April 1, 1953 
No. 322. 
EXCELLENCY : 


I have the honor to refer to Your Excellency’s note, No. 1154 of today, having 
reference to conversations recently entered into between the Government of 
the United States of America and the Government of Portugal, concerning 
United States expenditures for the common defense in Portugal and the relief 
of such expenditures from taxes and duties. Your Excellency quoted the 
understandings reached in these conversations, which in translation, are as 
follows: 

Having in mind the obligations assumed under the North Atlantic Treaty 
and the possibility that the Government of the United States of America may 
make considerable dollar expenditures in Portugal as a part of its contribu- 
tion to the common defense, there were recently held conversations between 
the Government of the United States of America and the Government of Portu- 
gal with respect to Portuguese taxation to the extent to which this taxation 
affects such expenditures. These conversations culminated in the following 
understandings : 

ARTICLE I 


The Government of Portugal will grant relief from the taxes and duties men- 
tioned in Article II in the case of any expenditures of the United States in 
Portugal in the following categories: 

(a) expenditures for military construction, facilities, and services in 
connection with defense purposes; 
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(b) expenditures for war materiel, munitions and military equipment, 
together with the raw materials and component parts therefor, as well as 
for other supplies destined for use in the common defense ; 

(c) expenditures under the United States Mutual Security Act except as 
otherwise specified herein. 


ARTICLE II 


Tax relief to expenditures as defined in Article I, made by or on behalf of 
the United States, will cover the following duties and taxes: 

(a) Industrial Contribution tax, Compensation tax, and Complementary 
tax, or, with respect to state-owned manufacturing establishments or other 
establishments under a similar fiscal status, the corresponding contribu- 
tions ; 

(b) Stamp tax; 

(c) any customs duties and taxes (including the National Salvation tax) 
on imported and exported goods, including components and materials. In 
the event it is not known, at the time of their importation, that goods are 
subject to this Agreement, there will be refunded the duties or taxes when 
it is found applicable, whether the goods are retained in Portugal or are 
exported. 

(1) The exemptions specified in items (a), (b), and (c) of the Article will 
also apply to the materials and component parts purchased by firms to the 
extent to which the activities of those firms have direct connection with con- 
tracts financed by the United States and covered by this Agreement. 

(2) With respect to infrastructure and to any other programs in which the 
Government of Portugal may act as agent for the Government of the United 
States of America or receive reimbursement in whole or in part from the Goy- 
ernment of the United States of America, procedures will be applied so as to 
insure that the contribution of the United States is an amount exempt from 
Portuguese taxes. These procedures will be to reduce the amount of any 
charge to the Government of the United States of America by deduction of a 
sum computed by applying to the United States share (including taxes) the 
ratio between the total sum of expenditures including taxes and the global sum 
of the latter. 

(3) As to the method of putting into operation the relief from taxes listed 
under item (a) of this Article, there shall be considered satisfactory an official 
communication, mandatory in effect, to the authorities charged with assessment 
of taxes, that the transactions covered by the Agreement, including those under 
reference in subparagraph (1), must not be taken into account in assessment, 
there consequently being no increase in taxation because of such trasactions. 

(4) Exemption pursuant to this Agreement will not be extended to importa- 
tion of goods directly destined for personal use or consumption in Portugal 
excepting they be destined for carrying out technical assistance or some similar 
program duly agreed upon with the Government of Portugal. 


ARTICLE III 


With respect to any Portuguese taxes not specifically referred to herein, 
which might bear upon United States expenditures as contemplated in this 
Agreement, the two Governments will discuss whether tax relief therefrom 
would be consistent with the principles involved. Should mutual accord in an 
affirmative sense be reached, the two Governments will agree upon procedures 
for effecting relief. 

ARTICLE IV 


Properties acquired by the United States on the basis of tax relief extended 
by this Agreement, or those composed in part of such properties, can only be 
disposed of to third parties in Portugal after agreement between the two 
Governments on the terms of such disposal. 


ARTICLE V 


Tax benefits or exemptions now in effect will be continued, and relief granted 
pursuant to this Agreement will continue in effect without regard to provisions 
of other agreements previously signed, it being understood that the Agreement 
signed at London on June 19, 1951, on the status of the North Atlantic Treaty 
Organization forces, does not affect the understandings of this Agreement. 


98996—58——_36 
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ARTICLE VI 


This Agrement does not apply to raw or semi-processed materials procured 
for shipment to the United States under existing agreements and practices 
and with due regard to reasonable requirements of Portugal for domestic use 
and commercial expert of such materials. 


ARTICLE VII 


The requirements of Portuguese legislation of a social character and any 
other contributions related to the employment of individuals are not affected by 
this Agreement. 

ARTICLE VIII 


The authorities of the United States will notify the Government of Portugal 
of all contracts to which they believe this Agreement is applicable in order 
that the Government of Portugal may proceed with the arrangements neces- 
sary to effect tax relief, whether to the Government of the United States of 
America or to the firms mentioned in subparagraph (1) of Article II. Further, 
the two Governments will, by mutual agreement, work out the most conven- 
ient procedure for application of tax relief to expenditures under item (c) of 
Article I for purchases not made directly under contracts to which the United 
States is a party. 

ARTICLE IX 


Tax relief granted herein is applicable to all expenditures made after the 
date of this Agreement, which refers solely to continental Portuguese territory 
and will be in effect during the period originally indicated in Article XIII of 
the North Atlantic Treaty. 

Your Excellency further stated that, if this proposal were acceptable to my 
Government, Your Excellency’s note, together with my reply, would constitute 
agreement, the effective date thereof being that of my reply. Also, Your Excel- 
lency’s note proposes that this Agreement should be entitled “Agreement on 
Fiscal Exemptions.” 

I have the honor to inform Your Excellency that the above is entirely agree- 
able to my Government and to confirm that the effective date of agreement is 
that of today, April 1, 1953. 

Please accept, Excellency, the assurances of my highest consideration. 


CAVENDISH W. CANNON. 
His Excellency Dr. PauLo CuNHA, 
Minister of Foreign Affairs, Lisbon. 
AMERICAN EMBASSY, 
Lisbon, April 1, 1953, 
No. 323. 
EXXCELLENCY : 


I have the honor to refer to Your Excellency’s note 1155 of today’s date, con- 
cerning certain dispositions complementary to the understandings reached in 
recent conversations between our two Governments as specified in Your Excel- 
lency’s note 1154 of today’s date, as follows: 


ANNEX 


(1) There is reserved to the Government of Portugal the right to fix the maxi- 
mum quantity, in each category, of goods which will be procured in Portugal and 
thus guaranteed application of the Agreement for tax relief in the following 
terms: 

(a) The Government of the United States of America will communicate to the 
Government of Portugal, insofar as may be possible at the end of each semester, 
the quantity of each category for which it would like to place contracts in Portu- 
gal (whether for manufacture, for simple purchase, or by some other method) 
during a given period not in excess of three years. 

(b) The Government of Portugal may, for its part, communicate to the Gov- 
ernment of the United States of America, within sixty days, the maximum 
quantity, by category and period of time, for which contracts may be placed in 
Portugal and to which tax relief will be applicable, whether this maximum may 
be that indicated under paragraph (a) of this Article, or higher, or lower. 

(c) Should the period under reference exceed one year, and should the Govern- 
ment of Portugal have serious reasons of national interest requiring revision of 
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the maximum quantities it had determined in accordance with paragraph (b) of 
this Article, the two Governments will study the case with a view to agreeing 
upon a reasonable solution of the difficulties encountered. 

(2) Tax relief, in cases where it may better suit the Government of Portugal, 
may be effected by refund to the Portuguese entity, which had to pay the tax, of 
the sum it paid therefor. The same principle will apply, but only as to Stamp 
and similar taxes, even if the entity which must pay is not Portuguese. 

(3) Relief will not be extended to taxes and charges which represent payment 
for services actually rendered. 

(4) It is understood that the Mutual Security Agency is not presently buying 
and does not intend to buy, in Portugal, for shipment to third countries any non- 
ferrous metals, nor is it buying goods in Portugal for shipment to the European 
Payment Union countries. 

(5) Tax relief will not apply to small expenditures with reference to which no 
formal contract has been entered into by a contracting and purchasing officer, or 
by some other official, duly named for the purpose of making contracts for the 
Government of the United States of America. 

(6) There is included, within the scope of the Agreement, the contract made 
March 9, 1953, between procurement officers of the Army of the United States 
and the “Sociedade Portuguesa de Mecenica e Armamento, Lda.”, for the supply 
of certain grenades. 

Your Excellency proposed that, should these complementary dispositions be 
agreeable to my Government, Your Excellency’s note, together with my note of 
reply. would constitute agreement on these complementary dispositions and they 
would become effective as of the date of my note in reply. Also, Your Excellency 
proposes that they shall have effect equal to that which would exist had they 
been actually included in the text of the Agreement itself. 

I have the honor to inform Your Excellency that the above is agreeable to my 
Government and to confirm that the effective date of agreement thereon is that 
of today, April 1, 1953. 

Please accept, Excellency, the assurances of my highest consideration. 

CAVENDISH W. CANNON. 
His Excellency Dr. PAULO CUNHA, 
Minister of Foreign Affairs, Lisbon. 


AMERICAN EMBASSY, 
Lisbon, April 1, 1953. 
No. 324. 


EXCELLENCY: 


I have the honor to refer to Your Excellency’s note No, 1156 of today, in 
which Your Excellency, with reference to the subject of Your Excellency’s 
note No. 1154, has reference to conversations which tovk place and under- 
standings which were reuched respecting the currencies involved in the trans- 
actions under reference in note No. 1154. These understandings, which Your 
Excellency proposes be given effect just as if they had been in the Agreement 
itself, read in translation, as follows: 

It is understood that payments for goods, facilities, and services which the 
Agreement on the relief from taxes and duties is to apply shall be made in 
dollars or in escudos acquired with dollars. However, if the Government of the 
United States of America should at some future date consider that some other 
arrangement would advance the cause of common defense, which such expendi- 
tures are designed to promote, the Government of the United States of America 
might then wish to consult with the Government of Portugal concerning the 
possibility of making other financial arrangements for such expenditures. In 
any event, no arrangements involving payment of United States expenditures 
in Portugal of types to which the Agreement applies, in currencies other than 
United States dollars (or Portuguese escudos purchased from Portugal with 
United States dollars) will be instituted without the prior agreement of the 
Government of Portugal. It is understood further that, if the Government of 
Portugal approves such other financial arrangements and they are instituted by 
the Government of the United States of America, the provisions of the Agree- 
ment will apply to United States expenditures in Portugal financed by such 
other arrangements. 

Your Excellency proposes that, if the above is acceptable to my Government, 
Your Hxcellency’s note, together with my reply, shall constitute agreement on 
the above between our two Governments effective as of the date of my reply. 
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I have the honor to inform Your Excellency that the above is entirely agree- 
able to my Government and confirm, therefore, that the effective date of this 
understanding shall be today, April 1, 1953. 

Please accept, Excellency, the renewed assurance of my highest consideration. 


CAVENDISH W. CANNON. 
His Excellency Dr. Pauto CUNHA, 
Minister of Foreign Affairs, Lisbon, 


(Translation of a letter from Dr. Vaz Pinto to Mr. John Willard Carrigan of the Embassy] 


MINISTRY OF FOREIGN AFFAIRS, 
Lisbon, April 1, 1953 

My Dear Mr. CARRIGAN: I wish to thank you for the letter which you had 
the kindness to send me today respecting two small points which arose during the 
recent conversations concerning the tax relief agreement—points that, although 
not worthy of being included in the Agreement itself, it was felt better not to 
overlook entirely. 

With respect to No. 5 of the complementary dispositions contained in your 
note No. 323 and No. 1155 of the Ministry, it is understood that “small expendi- 
tures’ would be $1,000 or less. It was also pointed out that your Government 
might wish in the future to consult with the Government of Portugal as to the 
desirability of increasing the geographic scope of the dispositions contained in 
the notes above under reference, and also in Notes 322 and 324 of the Embassy 
and Nos. 1154 and 1156 of the Ministry. 

As to the first point, there is no disagreement. As to the second point, the 
Ministry, as you know, has alweays the greatest pleasure to discuss with the 
Embassy matters of mutual interest. 

Believe me, my dear Mr. Carrigan. 

FERNAO Vaz PINTO. 


AMERICAN EMBASSY, 
Lisbon, Portugal, April 1, 1953 
Dr. FernAo Vaz PINTO, 
Ministry of Foreign Affairs, Lisbon, 

My Dear Dr. Vaz Pinto: With reference to the conversations held between 
us which have culminated in the signature of our exchanges of notes “‘on relief 
from taxes and duties’, I would like to refer to certain minor points of under- 
standing not worthy of mention in more formal correspondence. 

(1) As respects paragraph 5 of the complementary understandings as con- 
tained in our Note No. 323 and your note No. 1155, I told you that we felt that 
$1,000 or under should constitute “small expenditures”. 

(2) I mentioned that the United States Government might some day wish 
to inquire of the Government of Portugal whether both Governments might not 
find it mutually convenient to extend the geographic scope of the matters con- 
tained in our Notes, No. 322, 323 and 324 of today’s date. 

Believe me, my dear Dr. Vaz Pinto, 

Faithfully yours, 
JOHN WILLARD CARRIGAN. 


HEADQUARTERS, UNITED STATES ARMY, EUROPE 


PROCUREMENT CIRCULAR APO 403 
NUMBER 13 4 May 1953 


US-UK Tax AGREEMENT 


1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in the United Kingdom with 
appropriated funds. 

2. Purpose.—The purpose of this circular is to make available, for information 
and use, a copy of the US-UK Tax Agreement (Annex A), Memorandum on 
Relief From Taxes and Duties, with an effective date of 18 March 1952. 

3. Tax Agreement.—The US-UK Tax Agreement was executed in order to 
secure the maximum possible exemption from the payment of United Kingdom 
taxes and customs duties on expenditures of appropriated funds in the United 
Kingdom. The agreement contains information relating to the types of expendi- 
tures and procurements to which the agreement is applicable, the exempted taxes 
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and duties, certain nonexempt taxes and duties, and the procedures which are 
required to obtain the tax relief authorized in such agreement. 

4. Implementing Instructions.—Detailed implementing instructions relative to 
securing relief from the payment of foreign taxes and customs duties will be 
made the subject of a subsequent procurement circular. 

[AG 400.12 GLD—Heid Mil 7258] 


By COMMAND OF LIEUTENANT GENERAL BOLTE: 


OFFICIAL : Epwarp T. WILLIAMS, 
L. V. WARNER, Major General, GS 
Brigadier General, USA Chief of Staff. 


Adjutant General. 


DISTRIBUTION : Ea Army Procurement and Contracting Officer and Office plus 
3—CINCUSAFE (info). 
38—COMNAVGER (info). 
10—G4 (Policy & Reg Sec, Proc Br). 


ANNEX A 
MEMORANDUM ON RELIEF FROM TAXES AND DUTIES 


1. Recently discussions have been held between representatives of the inter- 
ested United Kingdom Government’s department and representatives of the 
United States’ Embassy in London and members of the special United States’ 
tax delegation with the purpose of reaching a common understanding on the 
extent of the United Kingdom tax exemption that would apply to United States 
Government expenditures in the United Kingdom for equipment, materials, 
facilities and services for the common defense effort, including such expendi- 
tures for any foreign aid programs of the United States Government. 

2. In these talks the effect of the various types of United Kingdom taxes on 
offshore procurement, contributions to infrastructure and United States ex- 
penditures for other purposes was explored. 

3. As a result of these discussions, the following understandings have been 
reached: 

A, This agreed minute (excepting, however, paragraph 3 (F) hereof) is 
not intended to affect tax exemption or relief provided by the Government 
of the United Kingdom in accordance with existing agreements or practices 
in connection with the United States Armed Forces’ activities or other 
agreements, such as the Mutual Defense Assistance Agreement of January 
27, 1950. Nor is it intended that the London Agreement of June 19, 1951, 
on the status of NATO forces should affect such agreements or practices 
or the understandings contained in this agreed minute. 

B. Further, this agreed minute is not intended to affect existing practices 
or arrangements relating to taxation affecting those expenditures which 
are made for the increase in the production or the procurement for ship- 
ment to the United States of materials in which the United States is 
deficient. 

C. No exemptions are sought herein from income or profits taxes or from 
national insurance or superannuation contributions. 

D. The purchase tax exemption or relief accorded at present on pur- 
chases made by the United States forces will be made available, upon re- 
quest by the United States Government and under agreed procedures, for 
all United States Government expenditures in the categories embraced by 
this agreed minute. 

#. Exemption or relief from import duty will be made available under 
agreed procedures for all United States government expenditures in the 
categories embraced by this agreed minute on imported articles, and on 
imported components or materials incorporated into articles produced in the 
United Kingdom, where circumstances are similar to those in which pro- 
visions for drawback of duty would be allowable had such articles been 
exported from the United Kingdom. 

F. It is the intention of government of the United Kingdom that the 
procedures described in (D) and (E) above should provide for direct relief 
rather than for refunds to the government of the United States. 

G. In accordance with practice under existing agreements, no article 
owned by the United States government in respect of which exemption or 
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relief from taxation has been allowed under this agreed minute will. be 
disposed of on the United Kingdom home market without the consent of 
the United Kingdom government. 

4. With respect to any taxes of the United Kingdom not specifically referred 
to in this agreed minute which might be found to be applicable to United States 
government expenditures in the categories embraced by this agreed minute, 
the two governments will agree upon procedures with the purpose of making 
available exemption or relief therefrom consistent with the understandings 
contained therein. 

5. In the event of the United States Government considering that any tax 
imposed by a dependent overseas territory of the United Kingdom affects ex- 
penditures of the kind covered by this agreed minute, the government of the 
United Kingdom will, at the request of the United States government, consult 
the authorities of the dependent overseas territory concerned regarding the 
possibility of obtaining for the United States Government appropriate relief or 
exemption similar to that outlined in the agreed minute. 


AMERICAN EMBASSY 
London, England, March 18, 1952 
No. 5105. 
The Honorable ANTHONY EDEN, M. C., M. P. 
Secretary of State for Foreign Affairs, H. M. Foreign Office 


EXcELLENCY : I have the honor to acknowledge the receipt of Your Excellency’s 
note of March 17, 1952, to which was attached the text of an Agreed Minute setting 
out the understandings reached at the discussions which have recently taken 
place in London between representatives of our two Governments regarding 
relief from taxation of United States Government expenditures in the United 
Kingdom for the common defense effort, including such expenditures for any 
foreign aid program. Your note confirmed that the understandings recorded in 
the Agreed Minute are acceptable to the Government of the United Kingdom on 
the understanding that they shall be subject to review if either Government so 
wishes. 

In reply I have the honor to confirm that the understandings set forth in your 
note and in the Agreed Minute attached thereto are also acceptable to the Gov- 
ernment of the United States. 

Accept, Excellency, the renewed assurance of my most distinguished consider- 
ation. 

WALTER S. GIFFORD. 


ForeIGN Orrice, 8. W. 1. 
17th March, 1952 
(M 282/74) 
His Excellency The Honorable WALTER S. Girrorp, 
etc., etc., ete. 


Your ExceLiency: I have the honour to refer to the discussions which have 
taken place in London between representatives of our two Governments regarding 
relief from taxation of United States Government expenditures in the United 
Kingdom for the common defense effort, including such expenditures for any for- 
eign aid programme, and I attach an Agreed Minute setting out the under- 
standings reached at these discussions. 

I have the honour to confirm on behalf of the Government of the United King- 
dom the understandings recorded in the Agreed Minute, it being understood that 
they shall be subject to review if either Government so wishes. 

I would be grateful if Your Excellency would confirm these understandings 
on behalf of the Government of the United States of America. 

I have the honour to be, with the highest consideration, Your Excellency’s 
obedient Servant, 

ANTHONY EDEN. 


AGREED MINUTE ON THE RELIEF FRoM TAXATION OF UNITED STATES GOVERNMENT 
EXPENDITURES IN THE UNITED KINGDOM 


1. Recently discussions have been held between representatives of the inter- 
ested Departments of the Governments of the United Kingdom and representa- 
tives of the United States Embassy in London and members of the Special 
United States Tax Delegation, with the purpose of reaching a common under- 
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standing on the extent of the United Kingdom tax exemption that would apply 
to United States Government expenditures in the United Kingdom for equip- 
ment, materials, facilities and services for the common defense effort, including 
Such expenditures for any foreign aid programmes of the Government of the 
United States. 

2. In those talks the effect of the various types of United Kingdom taxes on 
offshore procurement, contributions to infrastructure and United States expendi- 
tures for other purposes was explored. 

3. As a result of those discussions, the following outstandings have been 
reached : 

a. This Agreed Minute (excepting, however, paragraph 3 (f) hereof) is 
not intended to affect tax exemption or relief provided by the Government 
of the United Kingdom in accordance with existing agreements or practices 
in connection with the activities of the United States Armed Forces or other 
agreements such as the Mutual Defense Assistance Agreement of January 
27, 1950. Nor is it intended that the London Agreement of June 19, 1951, 
on the Status of NATO Forces should affect such agreements or practices or 
the understandings contained in this Agreed Minute. 

b. Further, this Agreed Minute is not intended to affect existing practices 
or arrangements relating to taxation affecting those expenditures which are 
made for the increase in the production or the procurement for shipment 
to the United States of materials in which the United States is deficient. 

c. No exemptions are sought herein from income or profits taxes or from 
National Insurance or superannuation contributions. 

d. The purchase tax exemption or relief accorded at present on purchases 
made by the United States Armed Forces will be made available, upon 
request by the Government of the United States and under agreed pro- 
cedures, for all United States Government expenditures in the categories 
embraced by this Agreed Minute. 

e. Exemption or relief from import duty will be made available under 
agreed procedures for all United States Government expenditures in the 
categories embraced by this Agreed Minute on imported articles, and on 
imported components or materials incorporated into articles produced in the 
United Kingdom, where circumstances are similar to those in which pro- 
visions for drawback of duty would be allowable had such articles been 
exported from the United Kingdom. 

f. It is the intention of the Government of the United Kingdom that the 
procedures described in (d) and (e) above should provide for direct relief 
rather than for refunds to the Government of the United States. 

g. In accordance with practice under existing agreements, no article 
owned by the Government of the United States in respect of which exemp- 
tion or relief from taxation has been allowed under this Agreed Minute 
will be disposed of on the United Kingdom home market without the cousent 
of the Government of the United Kingdom. 

4. With respect to any taxes of the United Kingdom not specifically referred 
to in this Agreed Minute which might be found to be applicable to United States 
Government expenditures in the categories embraced by this Agreed Minute, 
the two Governments will agree upon procedures with the purpose of making 
available exemption or relief therefrom consistent with the understandings 
contained herein. 

5. In the event of the Government of the United States considering that any 
tax imposed by a dependent overseas territory of the United Kingdom affects 
expenditures of the kind covered by this Agreed Minute, the Government of the 
United Kingdom will, at the request of the Government of the United States, 
consult the authorities of the dependent overseas territory concerned regarding 
the possibility of obtaining for the Government of the United States appropriate 
relief or exemption similar to that outlined in this Agreed Minute. 


HEADQUARTERS, UNITED STATES ARMY, EUROPE 


PROCUREMENT CIRCULAR APO 403 
NUMBER 14 4 May 1953 
US-IcELAND Tax AGREEMENT 

1. General.—The provisions of this circular are applicable to all USAREUR 


procurement activities which involve contracting in Iceland with appropriated 
funds. 
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2. Purpose.—The purpose of this circular is to make available, for informa- 
tion and use, a copy of the US-Iceland Tax Agreement (Annex A), consisting of 
American Legation note, 5 March 1952, and a note from the Icelandic Minister 
for Foreign Affairs, 18 March 1952, with an effective date of 18 March 1952. 

3. Tax Agreement.—The US-Iceland Tax Agreement was executed in order to 
secure the maximum possible exemption from the payment of Icelandic taxes 
and customs duties on expenditures of appropriated funds in Iceland. The 
agreement contains information relating to the types of expenditures and pro- 
curements to which the agreement is applicable and to the procedures neces- 
sary to obtain exemption from taxes and customs duties not covered in the 
agreement. 

4. Implementing Instructions.—Detailed implementing instructions relative 
to securing relief from the payment of foreign taxes and customs duties will 
be made the subject of a subsequent procurement circular. 


[LAG 400.12 GLD—Heid Mil 7258] 
By CoMMAND OF LIEUTENANT GENERAL BOLTE: 


OFFICIAL : Epwarp T. WILLIAMS, 
L. V. WARNER, Major General, GS 
Brigadier General, USA Chief of Staff. 


Adjutant General 


DISTRIBUTION: Ea Army Procurement and Contracting Office and Office, 
plus 
38—CINCUSAFE (info) 
38—COMNAVGER (info) 
10—G4 (Policy & Reg Sec, Proc Br) 


ANNEX A 
US-IceELaAnp Tax AGREEMENT 


AMERICAN LEGATION 
Reykjavik, Iceland, March 5, 1952 
His Excellency BsARNI BENEDIKTSSON, 
Minister for Foreign Affairs, Iceland. 


EXcELLENCY: I have the honor to call your attention to the recent discussions 
which have been held between the Government of the United States and the 
Government of Iceland on the subject of Icelandic taxation insofar as such 
taxes may affect United States expenditures in Iceland for the common defense. 
These discussions have culminated in certain understandings which I am 
pleased to communicate to you for your approval as undertakings of the Ice- 
landic Government. 

By the terms of the Annex on the Status of U. S. Personnel and Property of 
the Icelandic-United States Defense Agreement of May 5, 1951, the Govern- 
ment of Iceland has agreed that no tax will be levied on material, equipment, 
supplies or goods brought into Iceland in connection with operations under that 
Agreement. Similiarly, the Government of Iceland has also agreed that no tax 
will be levied on property procured in Iceland by U. 8S. authorities for the use 
of the U. 8. or its agents or for the use of personnel present in Iceland only 
in connection with operations under that Agreement. 

The Government of Iceland agrees that, with respect to any other U. S. ex- 
penditures for equipment, materials, facilities or services for the common 
defense effort, including such expenditures for any foreign aid program of 
the U. S., it will provide relief to the U. 8. from any taxes which might affect 
such expenditures. This relief will be afforded to the United States Govern- 
ment pursuant to mutually satisfactory arrangements developed by the two 
governments in consultation. 

Tax benefits or exemptions now in effect will be continued, and relief granted 
pursuant to this note will continue in effect without regard to limitation which 
may be contained in other agreements previously signed. 

Please, accept, Excellency, the assurances of my highest consideration. 


Epwarp LAWSON. 
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March 18, 1952 
No. 19 
His Excellency Epwarp B. LAWSON, 
Minister of the United States.of America, Reykjavik. 

Monsieur De MINIstTRE: I have the honour to acknowledge the receipt of Your 
Excellency’s note, dated March 5, 1952, reading as follows: 

“TI have the honor to call your attention to the recent discussions which have 
been held between the Government of the United States and the Government 
of Iceland on the subject of Icelandic taxation insofar as such taxes may affect 
United States expenditures in Iceland for the common defense. These discus- 
sions have culminated in certain understandings which I am pleased to com- 
municate to you for your approval as undertakings of the Icelandic Govern- 
ment. 

By the terms of the Annex on the Status of U. S. Personnel and Property 
of the Icelandic-United States Defense Agreement of May 5, 1951, the Govern- 
ment of Iceland has agreed that no tax will be levied on material, equipment, 
supplies or goods brought into Iceland in connection with operations under that 
Agreement. Similarly, the Government of Iceland has also agreed that no 
tax will be levied on property procured in Iceland by U. S. authorities for the 
use of the U. 8. or its agents or for the use of personnel present in Iceland only 
in connection with operations under that Agreement. 

The Government of Iceland agrees that, with respect to any other U. 8S. 
expenditures for equipment, materials, facilities or services for the common 
defense effort, including such expenditures for any foreign aid program of the 
U. S., it will provide relief to the U. 8. from any taxes which might affect such 
expenditures. This relief will be afforded to the U. S. Government pursuant to 
mutually satisfactory arrangements developed by the two governments in con- 
sultation. 

Tax benefits or exemptions now in effect will be continued, and relief granted 
pursuant to this note will continue in effect without regard to limitation which 
may be contained in other agreements previously signed.” 

The contents of your note are approved by the Government of Iceland. 

Please accept, Excellency, the assurances of my highest consideration. 


BJARNI BENEDIKTSSON. 


HEADQUARTERS, UNITED STATES ARMY, EUROPE 


PROCUREMENT CIRCULAR APO 403 
NUMBER 15 4 May 1953 


US—NETHERLANDS TAX AGREEMENT 


1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in the Netherlands with appro- 
priated funds. 

2. Purpose.—The purpose of this circular is to make available for information 
and use, a copy of the US—Netherlands Tax Agreement (Annex A), with an 
effective date of 7 March 1952. 

3. Tax Agreement.—The US—Netherlands Tax Agreement was executed in 
order to secure the maximum possible exemption from the payment of Nether- 
lands taxes and customs duties on expenditures of appropriated funds in the 
Netherlands. The agreement contains information relating to the types of 
expenditures and procurements to which the agreement is applicable, the ex- 
empted taxes and duties, and the procedures which are required to obtain the 
tax relief authorized in such agreement. 
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4. Implementing Instructions.—Detailed implementing instructions relative 
to securing relief from the payment of foreign taxes and customs duties will be 
made the subject of a subsequent procurement circular. 


[AG 400.12 GLD—Heid Mil 7258] 
By CoMMAND OF LIEUTENANT GENERAL BOLTE: 


OFFICIAL : Epwarp T. WILLIAMS, 
L. V. WARNER, Major General, GS 
Brigadier General, USA Chief of Staff. 


Adjutant General. 


DISTRIBUTION : Ea Army Procurement and Contracting Officer and Office, plus 
38—CINCUSAFE (info) 
383—COMNAVGER (info) 
10—G4 (Policy & Reg Sec, Proc Br) 


ANNEX A 
US—-NETHERLANDS TAx AGREEMENT 


AMERICAN EMBASSY 


*The Hague, Netherlands, March 7, 1952 
‘No. 524. 


His Excellency Dr. D. U. STrKKeEr, 
Royal Netherlands Minister of Foreign Affairs, The Hague. 

EXcELLENCY: I have the honor to acknowledge receipt of Your Excellency’s 
Note dated March 7, 1952, and reading as follows: 

“Recently discussions have been held between the Government of the United 
States of America and the Government of the Kingdom of the Netherlands on 
the subject of Netherlands taxation insofar as it may affect expenditures of 
the Government of the United States for the common defense. These discussions 
have resulted in certain understandings, which I am pleased to communicate to 
you as the undertakings of the Government of the Netherlands. 

1. Relief will be granted by the Government of the Netherlands to the Gov- 
ernment of the United States from Netherlands taxes specified below and to the 
extent and in the manner there stated. Such tax relief will be applied to all 
United States expenditures in the Netherlands for equipment, materials, facili- 
ties and services for the common defense effort, including expenditures for 
any foreign aid program of the United States. 

The United States expenditures in question consist of expenditures (a) for 
equipment, materials, facilities and services purchased in the Netherlands, 
whether for the United States forces, for Netherlands forces, or for the forces 
of other countries; (b) for infrastructure facilities in the Netherlands, whether 
to be used multilaterally by NATO forces, by United States forces alone, or by 
United States forces in conjunction with Netherlands forces; (c) for any foreign 
aid program of the Government of the United States. 

2. The tax relief in connection with such expenditures will apply to 

(a) turnover taxes, and 
(b) import taxes and duties on any imported articles, or imported com- 
ponents used in the production of articles, 
insofar as relief from such taxes and duties would be accorded if the articles 
were exported from the Netherlands, whether or not they are retained in the 
Netherlands or are in fact exported. 

8. The laws in the Netherlands with regard to social security and other con- 
itributions related to the employment of individuals are not affected by this 
Agreement. 

4. (a) With regard to such expenditures made under contracts concluded with 
Netherlands suppliers and financed directly by the Government of the United 
States, the tax relief accorded under this memorandum shall be provided in such 
manner that payments by the Government of the United States under such con- 
‘tracts shall be net of the duties and taxes specified in paragraph 2. 

(b) With respect to infrastructure facilities and any other program for which 
the Government of the Netherlands act as procuring agency and receives reim- 


*As corrected by exchange of notes of June 12 and June 18, 1952. 
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'bursement in whole or in part from the Government of the United States, such 
reimbursement will be net of the duties and taxes specified in paragraph 2. Tax 
‘relief for such expenditures for infrastructure facilities cannot, however, for 
technical reasons be realized by means of an exemption from taxes. Therefore, 
in such cases the applicable taxes will be added to the costs borne by the Govern- 
ment of the Netherlands. 

5. With respect to any Netherlands taxes not specifically referred to in this 
memorandum, which may be found to be applicable to expenditures in the cate- 
gories embraced in this memorandum, or with respect to any expenditures of the 
‘Government of the United States of types not referred to in this memorandum, 
the two Governments will discuss whether relief from such taxes, or inclusion 
-of such expenditures, would be consistent with the principles underlying this 
memorandum. If so, the two Governments will agree upon procedures for pro- 
viding relief from such taxes or inclusion of such expenditures. 

6. This memorandum is not intended to affect tax relief provided by the Govern- 
ment of the Netherlands in accordance with existing agreements, such as the 
Mutual Defense Assistance Agreement of January 27, 1950, nor is it intended that 
‘the agreement signed in London on June 19, 1951, on the status of NATO forces 
should affect the understandings contained in this memorandum. 

7. The relief to be accorded hereunder is applicable to all expenditures of the 
types covered by this memorandum made after the date of this memorandum. 

8. In the event of the Government of the United States considering that any 
tax imposed in an overseas part of the Kingdom of the Netherlands affects 
expenditures of the types covered by this memorandum, the Government of the 
Netherlands, will, at the request of the Government of the United States, consult 
the authorities of the overseas part of the Realm concerned regarding the possi- 
bility of obtaining for the Government of the United States appropriate relief 
similar to that outlined in this memorandum.” 

I also have the honor to acknowledge receipt of Your Excellency’s letter of 
March 7, 1952, and reading as follows: 

“Conversations between representatives of the Government of the United 
States of America and the Government of the Kingdom of the Netherlands with 
regard.to the former Government’s request for relief from taxes on United States 
expenditures for the common defense, as formulated in the United States Em- 
bassy’s Note number 301 of November 19, 1951, have led to mutual concurrence. 
Conclusions reached have been confirmed with a memorandum, of which a copy 
is enclosed herewith. 

“This opportunity is taken to establish the Netherlands Government’s interpre- 
tation of the following points: 

“1. The Netherlands Government assumes that the term ‘any foreign aid pro- 
gram of the United States’ related to the United States aid programs within the 
framework of the common defense effort. 

“2. The Netherlands Government assumes that relief granted by the present 
Memorandum does not relate to the purchase by Post Hxchanges of supplies, 
including cigars, cigarettes and beer, for the persona] use of any United States 
forces stationed in the Netherlands, or to purchases by individual members of 
such forces in the Netherlands. 

“T shall appreciate receiving your concurrence in the memorandum and the 
interpretations contained herein.” 

I have the honor to confirm that the provisions contained in the Note quoted 
above and the interpretations contained in Your Excellency’s letter are acceptable 
to the Government of the United States, and that the aforementioned Note and 
the Present reply constitute an agreement between the Governments of the United 
States of America and the Kingdom of the Netherlands. 

Please accept, Excellency, the renewed assurances of my highest consideration. 


(SELDEN CHAPIN). 
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HEADQUARTERS, UNITED States ARMY, EUROPE 


PROCUREMENT. CIRCULAR APO 403 
NUMBER 25 9% July 1953 
US-NETHERLANDS TAX AGREEMENT 


USAREUR Procurement Circular 15, 1953, is changed as follows: 

Annex B (attached), entitled, “Taxes Involved and Tax Relief Techniques 
under Netherlands-US Agreement of March 7, 1952,” 1 June 1953, containing the 
Netherlands Government’s proposal for granting tax relief, and American Em- 
bassy Note 1504, 22 June 1953, accepting such proposal, is added. 


[AG 400.12 GLD-Heid Mil 7258] 


By CoMMAND OF LIEUTENANT GENERAL BOLTE: 


OFFICIAL : 
L. V. WARNER, Epwarp T. WILLIAMS, 
Brigadier General, USA Major General, GS 
Adjutant General. Chief of Staff. 


Distribution: Ea Army Procurement and Contracting Officer and Office, plus 
3—CINCUSAFE (info) 
3—COMNAVGER (info) 
10—G4 (Policy and Reg Sec, Proc Br) 


ANNEX B 


Taxes INVOLVED AND TAx RELIEF TECHNIQUES UNDER NETHERLANDS-U. S. 
AGREEMENT OF MARCH 7, 1952 


The Hague, June 1, 1953. 
EXEMPTED TAXES 


(a) Turnover Taxv (Omzetbelasting). 

This is levied on the internal sale of, both commodities and services. On 
the former, the rates vary, depending on the level of sale and on the type of 
commodity. However, the aggregate amount comes to approximately 6-7% on 
the final sale price of commodities except in the case of luxury goods where it 
is approximately 15%. 

The agreement provides that relief from Dutch turnover tax will be accorded 
insofar as relief from this tax would be accorded if the articles were exported 
from the Netherlands, whether they are retained in the Netherlands or are 
in fact exported. Under the existing export system the total amount of the tax 
is refunded or exempted to the exporter on export. 

With respect to services the rate is generally 4%. However, there are certain 
exceptions where the rates are lower, a major one being in the case of con- 
struction contracts concerning immovables where the rate is 3% on the total 
price of the contract. Turnover tax on internal transportation services (I. e. 
that which both originates and terminates in the Netherlands) amounts to 3% 
for personnel and goods. Exempted from this tax under the laws of the Nether- 
lands are: all international traffic (i. e. through traffic or that which either 
originates or terminates outside the Netherlands) of goods; international air 
traffic of persons; and internal portions of traffic of goods and persons borne by 
vessels going to or coming from foreign ports. 

The services to which the tax is applicable are those which are the end item 
in themselves. 

In general, the tax on services will not normally be of concern to the U. S. 
procurement and contracting officers except where they are engaged in the 
direct procurement of services rather than commodities. 

Tax relief on services will be granted insofar as the services procured are 
the end items in themselves. Moreover, such relief will be extended to other 
services insofar as the turnover tax on such services is readily identifiable in 
the total price of the end item. 

It will be the competence of the Netherlands Tax Administration to determine, 
in consultation with the appropriate U. S. authorities and in accordance with 
the general principles of the Tax Relief Agreement of March 7, 1952, whether 
tax elements in prices are readily identifiable and, therefore, eligible for 
exemption. 
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(b) Imports Tawves and Duties (Invoerbelasting en Invierrechten). 

The agreement provides relief from import taxes and duties on any articles, 
or components used in the production of articles, the procurement of which 
are financed by U. S. expenditures. This relief is the same as that which would 
be accorded under the export relief system if the articles were exported from 
the Netherlands. Under this system full relief will in general be accorded 
on the purchase of both end items and components, whether or not already 
imported at the time the contract is let provided that the duty paid on goods 
imported before the contract is let is readily identifiable and the required 
formalities are observed. 

It should be noted that the tax on imports (Invoerbelasting) is the equivalent 
of the turnover tax for internal purchases. Its rates and the procedures for 
tax relief therefrom are the same as for the internal turnover tax. 

(c) General 

The procurement officer should note that all U. S. financed exports out of the 
Netherlands will benefit from full tax relief as provided under the export relief 
system. Consequently, where such system provides relief additional to that 
specified in the tax agreement, U. S. financed exports will benefit therefrom the 
same as all other exports. 

NONEXEMPTED TAXES 


(a) Relief is not provided from the “export equalization levy” (Monopolie- 
heffing) payable on export of commodities such as sugar, sugar-containing foods, 
grain derivatives, and margarine. This levy is made by the Government to 
recover, on exports, a subsidy which it has granted on certain commodities when 
imported for the manufacture of foodstuffs for internal consumption. 

(b) There is in existence in the Netherlands a special social insurance equali- 
zation levy (Vereveningsheffing) amounting to between 4 and 41%4% on total 
payrolls, paid by Dutch employers. Being similar in purpose to social security 
contribution systems, no specific relief is provided from this levy. 

(ec) Local tares, being real property taxes only, were not felt to be an 
identifiable burden on U.S. expenditures. 


TAX RELIEF TECH NIQUES 


The basic principle is that tax relief will be afforded to all U. 8S. financed con- 
tracts covered by the tax agreement in the same manner and to the same extent 
as that for exports under the Netherlands export relief system. 

For information as to the application of the export relief system to all U. S. 
financed procurement in the Netherlands, whether or not exported, the Nether- 
lands suppliers should be requested to contact the appropriate tax inspectors in 
their district. This contact should be made at an early date so that the supplier 
will have obtained the necessary information prior to quoting firm prices net of 
taxes for the various items to be procured. The supplier should present to this 
Inspector a copy of the U. 8. request for bids received by him together with full 
particulars concerning the proposed contract. On the basis of this submission a 
determination can be made as to the tax relief which would be granted if the 
contract were let. However, as a condition precedent to receiving such relief 
the supplier must submit to the Inspector a conformed copy of his contract 
executed on U. 8. Standard Form DD351 or such similar instruments as have been 
agreed to by the Netherlands Tax Administration to identify it as being eligible 
for tax relief under the March 7, 1952 agreement. 

In transactions not normally requiring formal contracts, the standard con- 
tractual instruments referred to in the previous sentence may be substituted by 
a certificate issued by the U. S. procurement officer concerned and in a form 
which is agreed to by the Netherlands Tax Administration. 

In the case of the turnover tax, relief will be provided both by exemptions and 
refunds to the suppliers in accordance with a table of rates which is used in lieu 
of computing the actual turnover tax element of each final purchase price. This 
rate schedule has been computed for export relief purposes and its rates rather 
closely approximate the actual tax elements. 

Relief will be afforded to the Netherlands suppliers both by way of exemptions 
and refunds. Where refund is necessitated, in the case of the turnover tax or 
previously paid import duties, it will be made by way of periodic payments by the 
Netherlands Government to the supplier. 

Information for Netherlands suppliers on this matter has been published in 
“economische Voorlichting” on May 30 and July 25, 1952. When contacting the 
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appropriate Inspector for additional information, the supplier should direct his 
attention to Bulletin 177 of the Ministry of Finance published on June 12, 1952, 
for the information of all inspectors. 

The U. 8. procurement and contracting officers should request the Netherlands 
supplier to submit his bid and subsequent invoices with (a) the unit price stated 
inclusive of taxes, (b) the amount and identity of taxes to be exempted and (c) 
the net unit price. It is the net unit price which is to be paid by the U. 8. 
Government. 

Where the goods procured by U. S. expenditures are destined for delivery in 
the Netherlands, the U. 8. certifying officer must provide the Netherlands supplier 
with a certificate of satisfactory delivery describing the consignment and setting 
forth the title of the certifying officer. 

For further information concerning tax relief procedures in the Netherlands 
the procurement officer should contact the U. 8. Country Team in The Hague. 


HEADQUARTERS, UNITED STATES ARMY, EUROPE 


PROCUREMENT CIRCULAR APO 403- 
NuMBER 17 5 May 1953 
US-Berterum Tax AGREEMENT 


1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in Belgium with appropriated 
funds. 

2. Purpose.—The purpose of this circular is to make available, for information 
and use, a copy of the US-Belgium Tax Agreement (Annex A), Memorandum on 
Relief from Taxes and Duties, 14 March 1952, with an effective date of 9 April 
1952. 

3. Tax Agreement.—The US-Belgium Tax Agreement was executed in order to- 
secure the maximum possible exemption from the payment of Belgium taxes and 
customs duties on expenditures of appropriated funds in Belgium. The agree- 
ment contains information relating to the types of expenditures and procure- 
ments to which the agreement is applicable, the exempted taxes and duties, and 
the procedures which are required to obtain the tax relief authorized in the 
agreement. 

4. Implementing Instructions.—Detailed implementing instructions relative to 
securing relief from the payment of foreign taxes and customs duties will be 
made the subject of a subsequent procurement circular. 


[AG 400.12 GLD—Heid Mil 7258] 
By CoMMAND OF LIEUTENANT GENERAL BOLre: 


OFFICIAL: 
L. V. WARNER, Epwarp T. WILLIAMS, 
Bridadier General, USA Major General, GS 
Adjutant General. Chief of Staff. 


DIsTRIBUTION : Ea Army Procurement and Contracting Officer and Office, plus. 


38—CINCUSAFE (info) 
38—COMNAVGER (info) 
10—G4 (Policy and Reg See, Proc Br). 


ANNEX A 


MEMORANDUM ON RELIEF From TAXES AND DUTIES 


March 14, 1952 

Discussions have recently taken place between the Governments of Belgium 
and the United States of America relating to fiscal arrangements applicable to 
expenditures in Beligum by the Government of the United States for equipment, 
materials, facilities and services for the common defense effort, including ex- 
penditures for any foreign aid program of the United States. The Government 


of Belgium agrees with the principle that relief from taxes and duties will be: 


aceorded to the above expenditures and, in conformity with that principle, the 


Governments of the United States and Belgium have reached agreement on the: 


following points: 
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1. The expenditures described in the preceding paragraph will be relieved from 
the following taxes and duties: 

a. Taxes and duties (including the transmission tax) payable on importa- 
tion of articles, or of materials or components used in the production of 
articles, purchased by means of such expenditures. 

b. Transmission and invoice taxes. 

(i) on the sale by Belgian dealers and suppliers of articles purchased 
by means of such expenditures, and 
(ii) on sales to such Belgian dealers and suppliers, of articles, or of 
components or materials used in the production of articles, where the 
articles are subsequently purchased by means of such expenditures, 
provided that relief from these taxes described in this paragraph b shall 
not extend to articles, such as food, beverages, and tobacco, which are 
purchased for human consumption in Belgium. 

ce. Export taxes. 

2. With regard to such expenditures made under contracts for the purchase of 
articles concluded directly by the Government of the United States with Belgian 
suppliers and paid directly by the Government of the United States to such 
suppliers, the tax relief accorded under this Memorandum shall be provided 
in such manner that payments by the Government of the United States under 
such contracts shall be net of the taxes specified in paragraph 1 above. This 
relief will be made available by means of authorizations delivered by the Belgian 
fiscal authorities to the dealers and suppliers, and under the conditions set 
forth in these authorizations. 

In exceptional cases where, as a result of special circumstances, these author- 
izations were not requested prior to the purchase of the articles under such con- 
tracts, the Belgian Government will return, insofar as permitted by Belgian law 
and in accordance with methods to be established, the transmission and invoice 
taxes, including transmission taxes on imports, which have been paid. 

3. The Belgian Government will accord relief to the United States Government 
from the tax on works contracts, the transport tax, and the taxes and duties 
described in paragraph 1 above affecting expenditures of the United States for 
infrastructure facilities in Belgium. This relief shall be provided in such manner 
that expenditures by the Government of the United States for infrastructure 
facilities in Belgium, whether such facilities are financed directly by the Govern- 
ment of the United States or through the Belgian Government, shall be net of 
all taxes and duties. 

With respect to infrastructure facilities financed through the Belgian Govern- 
ment, each reimbursemement made by the Government of the United States to 
the Belgian Government for the cost of such infrastructure shall be reduced by 
a percentage, to be mutually agreed, representing the amount of taxes and duties 
from which relief is accorded under the terms of this Memorandum. From time 
to time, at the request of either government, a review will be made to determine 
whether this percentage is an accurate representation of those taxes and duties, 
and, if not, adjustment will be made in the amounts already paid by the Govern- 
ment of the United States and in the percentage to be withhold in connection 
with future payments by the Goverment of the United States. 

The method of according relief from the agreed taxes and duties affecting 
infrastructure financed directly by the Government of the United States will 
be agreed between the two Governments when the occasion arises. 

4. The tax relief covered by this memorandum will not extend to small expendi- 
tures where there is no formal contract concluded by a “contracting and pur- 
chasing officer” or other official duly designated for the purpose of concluding 
contracts by the Government of the United States. 

5. With respect to excise taxes and any other Belgian taxes from which relief 
is not provided by this Memorandum which may be found to be applicable to ex- 
penditures described above, and with respect to any expenditures of the Govern- 
ment of the United States of types not referred to in this Memorandum, the 
two Governments will discuss whether relief from such taxes, or inclusion of 
such expenditures, would be consistent with the principles underlying this 
Memorandum. If so, the two Governments will undertake to establish procedures 
for providing for the Government of the United States appropriate relief similar 
to that outlined in this Memorandum. 

6. In any case where taxes or duties, to an extent mutually agreed to be 
significant, affect expenditures of the type covered by this Memorandum, made 
by the Government of the United States in a Belgian dependent overseas terri- 
tory, the Belgian Government, taking into account its international obligations, 
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will consult with the Government of the United States regarding the possibility 
of relieving the expenditures in question from such taxes and duties. 

This agreement does not affect existing practices or arrangements relating to 
taxation affecting these expenditures which are made for the increase in the 
production or the procurement for shipment to the United States of materials 
in which the United States is deficient. 

7. This Memorandum is not intended to affect tax relief provided by the Gov- 
ernment of Belgium in accordance with existing arrangements and agreements, 
such as the Mutual Defense Assistance Agreement of January 27, 1950, nor is 
it intended that the agreement signed in London on June 19, 1951, on the status 
of NATO forces should affect the understandings contained in this Memorandum. 

8. The laws of Belgium and of its dependent territories with regard to social 
security and other contributions related to the employment of individuals are not 
affected by this agreement. 

9. The relief to be accorded hereunder is applicable to all expenditures of the 
types covered by this Memorandum made after the date of this Memorandum. 





HEADQUARTERS, UNITED STATES ARMY, EUROPE 


PROCUREMENT CIRCULAR APO 403 
NUMBER 19 15 May 1953 
US—LuxeMpBourG Tax AGREEMENT 


1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in Luxembourg with appro- 
priated funds. 

2. Purpose——The purpose of this circular is to make available, for information 
use, a copy of the US-Luxembourg Tax Agreement (Annex A), Memorandum 
on Relief from Taxes and Duties, with an effective date of 13 March 1952. 

3. Tax Agreement.—The US—Luxembourg Tax Agreement was executed in 
order to secure the maximum possible exemption from the payment of Luxem- 
bourg taxes and customs duties on expenditures of appropriated funds in 
Luxembourg. The agreement contains information relating to the type of 
expenditures and procurements to which the agreement is applicable, the ex- 
empted taxes and duties, and the procedures which are required to obtain the 
tax relief authorized in such agreement. 

4. Implementing Instructions.—Detailed implementing instructions relative 
to securing relief from the payment of foreign taxes and customs duties will 
be made the subject of a subsequent procurement circular. 


[AG 400.12 GLD—Heid Mil 7258] 
By CoMMAND OF LIEUTENANT GENERAL BOLTE: 


OFFICIAL : 
L. V. WARNER, Epwarp T. WILLIAMS, 
Brigadier General, USA Major General, GS 
Adjutant General. Chief of Staff. 


DISTRIBUTION: Ea Army Procurement and Contracting Officer and Office, plus 
3—CINCUSAFE (info) 
38—COMNAVGER (info) 
20—G4 (10—Policy and Reg Sec, Proc Br) 


ANNEX A 


MEMORANDUM ON RELIEF FROM TAXES AND DUTIES 


Discussions have recently taken place between the governments of Luxem- 
bourg and the United States of America relating to fiscal arrangements applica- 
ble to expenditures in Luxembourg by the government of the United States for 
equipment, materials, facilities and services for the common defense effort, 
including expenditures for any foreign aid program of the United States. The 
government of Luxembourg agrees with the principle that tax relief will be 
accorded to the above expenditures and, in conformity with that principle, the 
governments of the United States and Luxembourg have reached agreement 
on the following points: 

1. The expenditures described in the preceding paragraph will be relieved 
from the following Luxembourg duties and taxes: 
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A. Duties and taxes (including the sales tax) payable on importation of 
articles, or of materials or components used in the production of articles, pur- 
chased by means of such expenditures. 

B. Sales tax (tax sur le chiffre d’affaires). 

(i) On the sale by Luxembourg dealers and suppliers of articles pur- 
chased by means of such expenditures, and 
(ii) On Sales to such Luxembourg dealers and suppliers of articles, or of 
components or materials used in the production of articles, where the arti- 
cles are subsequently purchased by means of such expenditures, 
Provided that relief from these taxes described in this paragraph (B) shall 
not extend to articles, such as food, beverages, and tobacco, which are pur- 
chased for human consumption in Luxembourg. 

C. Export taxes. 

LD. Transport taxes. 

2. With regard to such expenditures made under the contracts for the pur- 
chase of articles concluded with Luxembourg suppliers and financed by the 
government of the United States directly or through the Luxembourg govern- 
ment, the tax relief accorded under this note shall be provided in such manner 
that payments by the government of the United States under such contracts 
shall be net of the taxes specified in paragraph 1. With respect to contracts 
concluded directly by the government of the United States with Luxembourg 
suppliers, the Luxembourg government, upon written request by the government 
of the United States, will pay that part of the contract price which represents 
the agreed taxes. 

3. The Luxembourg government will accord relief to the United States gov- 
ernment from the taxes and duties described in paragraph 1 above affecting 
expenditures of the United States for infrastructure facilities in Luxembourg. 
This relief shall be provided in such manner that expenditures by the govern- 
ment of the United States for infrastructure facilities in Luxembourg, whether 
such facilities are financed directly by the government of the United States or 
through the government of Luxembourg, shall be net of all such duties and 
taxes. 

4. The tax relief covered by this note will not extend to small expenditures 

where there is no formal contract concluded by a “contracting and purchasing 
officer” or other officials duly designated for the purpose of concluding contracts 
by the government of the United States. 
5. With respect to excise taxes and any other Luxembourg taxes from which 
relief is not provided by this note which may be found to be applicable to the 
expenditures described above, or with respect to any expenditures of the govern- 
ment of the United States of types not referred to in this note, the two gov- 
ernments will discuss whether relief from such taxes, or inclusion of such 
expenditures, would be consistent with the principles underlying this note. If 
so, the two governments will undertake to establish procedures for providing for 
the government of the United States appropriate relief similar to that outlined 
in this note. 

6. This note is not intended to affect tax relief provided by the government 
of Luxembourg in accordance with existing arrangements and agreements, such 
as the Mutual Defense Assistance agreement of January 27, 1950, nor is it in- 
tended that the agreement signed in London on June 19, 1951, on the status 
of NATO forces should affect the understanding contained in this note. 
7. The relief to be accorded hereunder is applicable to all expenditures of 
the type covered by this note made after the date of this note. 


HEADQUARTERS, UNITED STATES ARMY, EUROPE 


PROCUREMENT CIRCULAR APO 4038 
NUMBER 20 20 May 1953 
US-DENMARK TAx AGREEMENT 


1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in Denmark with appropriated 
funds. 

2. Purpose.—The purpose of this circular is to make available, for information 
and use, a copy of the US-Denmark Tax Agreement (Annex A), with an effective 
date of 7 April 1952. 
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3. Taw Agreement.—The US-Denmark Tax Agreement was executed in order 
to secure the maximum possible exemption from the payment of Danish taxes 
and customs duties on expenditures of appropriated funds in Denmark. The 
agreement contains information relating to the types of expenditures and pro- 
curements to which the agreement is applicable, the exempted taxes and duties, 
and the procedures which are required to obtain the tax relief authorized in the 
agreement. 

4. Implementing instructions.—Detailed implementing instructions relative to 
securing relief from the payment of foreign taxes and customs duties will be 
made the subject of a subsequent procurement circular. 


[AG 400.12 GLD—Heid Mil 7258] 
By CoMMAND OF LIEUTENANT GENERAL BOLTE: 


OFFICIAL : 
L. V. WARNER, Epwarp T. WILLIAMS, 
Brigadier General, USA Major General, GS 
Adjutant General. Chief of Staff. 


DISTRIBUTION: Ea Army Procurement and Contracting Officer and Office, plus 
38—CINCUSAFE (info) 
3—COMNAVGER (info) 
20—G4 (10—Policy & Ree Sec, Proc Br) 


ANNEX A 
U. S.-DENMARK TAx AGREEMENT 


UDENRIGSMINISTERIET. O. P. VI. Journal nr. 105.H.2.d 
Copenhagen, April 7, 1952 
Her Excellency, Mrs. EUGENIE ANDERSON, 
Ambassador extraordinary and plenipotentiary 
of the United States of America, Copenhagen. 


Madame: I have the honour to refer to Your Embassy‘s Note of November 20, 
1951 and to the discussions that have taken place between representatives of the 
yovernment of Denmark and the Government of the United States regarding the 
subject of exemption from Danish taxation insofar as it may affect certain 
United States expenditures for the common defense, and to inform you that my 
Government accepts the following undertakings upon which agreement was 
reached during the said discussions: 

(1) Relief will be granted by Denmark from Danish taxes as indicated below. 
Such tax relief will be applied to all United States expenditures in Denmark for 
equipment, materials, facilities and services certified by the United States to be 
for the common defense effort, including such expenditures for any foreign aid 
program of the United States. 

(2) The relief to be extended will apply to the Danish excise taxes and import 
duties and to the stamp tax (on contracts). 

(3) With respect to any Danish taxes not specifically referred to in this Note 
which might be found to be applicable to expenditures of the character embraced 
in this Note, the two Governments will agree upon procedures with the purpose 
of making available exemption or relief therefrom consistent with the under- 
standings contained herein. 

(4) There will be exemption from all customs duties and taxes on all imports 
financed directly or indirectly through expenditures of the United States of the 
character embraced in this Note. The normal drawback or refund of duty for 
re-exported articles will apply to all imported articles, or imported components or 
mateials used in the production of articles, purchased in Denmark and similarly 
financed, whether such articles are retained in Denmark or are in fact exported. 

(5) Tax benefits or exemptions now in effect will be continued, and the relief 
granted pursuant to this Note will continue in effect without regard to any 
provisions which may be contained in other agreements or treaties previously 
signed. 

(6) The relief to be accorded hereunder is applicable to all expenditures 
made after the date of this Note. 

Accept, Madame, the assurance of my highest consideration. 


Ore BsgEn Krarr. 
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AMERICAN EMBASSY, 
Copenhagen, April 9, 1952 
No. 508. 
His Excellency OLE BJ¢RN KRAFT, 
Minister for Foreign Affairs, Copenhagen. 

ExceLLeNcy: I have the honor to acknowledge the receipt of your Excel- 
lency’s note of April 7, 1952 (@. P. VI. Journal No. 105.H.2.4.) with regard to 
the acceptance by the Danish Government of certain undertakings in connection 
with the exemption from Danish taxation of United States expenditures for the 
common defense. 

The cooperation of the Danish Government in furnishing these assurances is 
greatly appreciated by the Government of the United States. 

Accept, Excellency, the assurances of my highest consideration. 

For the Ambassador : 
HaroLtp SHANTZ, 
Counselor of Embassy. 





HEADQUARTERS, UNITED States ARMY, EUROPE 
PROCUREMENT CIRCULAR, APO 403 


NUMBER 21 22 May 1953 
U. S.-France Tax AGREEMENT 


1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in France with appropriated 
funds. 

2. Purpose.—The purpose of this circular is to make available, for information 
and use, a copy of the US-France Tax Agreements (Annex A), Memorandum of 
Agreement Between the Government of the United States of America and the 
Government of the French Republic Relating to Tax Relief for Purchases Made 
in France by the Government of the United States in the Interests of the Common 
Defense, with effective dates of 13 March and 13 June 1952, respectively. 

3. Tax Agreements.—The US-France Tax Agreements were executed in order 
to secure the maximum possible exemption from the payment of French taxes 
and customs duties on expenditures of appropriated funds in France. The 
agreements contain information relating to the types of expenditures and procure- 
ments to which the agreements are applicable, the exempted taxes and duties, 
and the procedures which are required to obtain the tax relief authorized in 
the agreements. 

4. Implementing Instructions.—Detailed implementing instructions relative to 
securing relief from the payment of foreign taxes and customs duties will be 
made the subject of a subsequent procurement circular. 


[AG 400.12 GLD—Heid Mil 7258] 
By COMMAND OF LIEUTENANT GENERAL BOLTE: 





OFFICIAL : Epwarp T, WILLIAMS, 
L. V. WARNER, Major General, GS 
Brigadier General, USA Chief of Staff. 


Adjutant General. 


DISTRIBUTION : Ea Army Procurement and Contracting Officer and Office, plus 
3—CINCUSAFS (info). 
3—COMNAVGER (info). 
10—G4 (Policy and Reg Sec, Proce Br). 


ANNEX A 


MEMORANDUM OF AGREEMENT BETWEEN THE GOVERNMENT OF THE UNITED STATES 
oF AMERICA AND THE GOVERNMENT OF THE FRENCH REPUBLIC RELATING TO TAX 
RELIEF FOR PURCHASES MADE IN FRANCE BY THE GOVERNMENT OF THE UNITED 
STATES IN THE INTERESTS OF THE COMMON DEFENSE 


March 13, 1952 

1. The French Government agrees to relieve from taxes, under the conditions 

set forth in the present memorandum, the expenditures made in France by the 

Government of the United States defined in paragraph 2 of the present memo- 
randum. 

2. The expenditures to which the present memorandum will apply are those 

made in the interests of the common defense (including those made in connec- 
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tion with the foreign aid programs of the United States Government) for the 
acquisition of articles, supplies, equipment and materials, whether used as 
acquired or processed or incorporated into construction, and whether exported 
or used in France for the need of the United States forces, or other Allied 
forces. 

3. The tax relief covers the expenditures defined in paragraph 2 with respect 
to the following taxes: 

(a) The production tax for the full amount to which it affécts such ex- 
penditures. 

(b) The transactions tax in the amount invoiced by the supplier or con- 
tractor with respect to such expenditures. The French Government is moreover, 
prepared to grant to the Government of the United States the benefit of any 
additional exemptions applicable to this tax which may be permitted by French 
legislation for exports. 

(c) The local tax (additional to the transactions tax) insofar as applicable 
to the expenditures described in paragraph 2. 

(d) The registration tax on contracts. 

4. The system for suspension of customs duties affecting certain imports 
destined to be re-exported after processing in France will be applied to imports 
of the same products when intended for procurement by the Government of the 
United States or for incorporation into articles for which that Government, 
either directly or through the French Government, makes expenditures in France 
of the type covered by this memorandum, whether such products are actually 
re-exported or not. Moreover, the French Government is prepared, whenever 
requested by the Government of the United States, to examine the possibility 
of applying this system to other categories of articles for which it is not then 
in effect. 

The word “duties” means customs duties and all other duties and taxes pay- 
able on importation or exportation, as the case may be, with the exception of 
charges for services rendered. 

5. The procedures according to which the Government of the United States 
will benefit from the tax relief provided by the present memorandum will be 
established subsequently. However, the following procedures are now agreed: 

(a) With regard to the expenditures made in France under contracts con- 
cluded and financed through the French Government, the Government of the 
United States will reimburse to the French Government the amount of the prices 
stipulated in these contracts less a sum representing the amount of the taxes and 
duties specified in paragraphs 3 and 4 above which would be included in those 
prices. 

(b) With regard to the expenditures made in France by the Government of 
the United States under contracts made and financed directly by the Govern- 
ment of the United States, the latter will deliver a notification of all such 
contracts to the French Government. This notification will certify that the 
articles covered by these contracts are within the purpose of the present memo- 
randum and will indicate all the elements making it possible to determine the 
sum representing the amount of the taxes and duties specified in paragraphs 
3 and 4 above which would be included in the price. 

6. The tax relief provided by this memorandum will be applicable to pay- 
ments of the United States Government directly to private contractors only 
where payment is made by check, rather than in cash, and where there is a 
formal contract concluded by a “contracting and purchasing officer’ or other 
official duly designated for the purpose of concluding contracts by the Govern- 
ment of the United States. 

7. Disposals in France to individuals or to private concerns by the Govern- 
ment of the United States of articles acquired under the conditions of tax relief 
set forth in the present memorandum or of installations in which such articles 
have been incorporated will be effected only after agreement of the two Govern- 
ments on the terms of such disposals. 

8. (a) The relief accorded under the present memorandum will apply to all 
payments of the Government of the United States made after the date of the 
present memorandum, including those contributions requested from the Gov- 
ernment of the United States prior to the date of this memorandum as part of 
its share of the cost of multilaterally financed infrastructure facilities. 

(b) The tax exemptions provided by this memorandum will be in addition to 
those already granted under any arrangements now in effect, and under the 
provisions of the Status of Forces Agreement signed in London on June 19, 1951, 
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(c) Goods actually exported from France on behalf of the Government of the 
United States will continue to enjoy any benefits which may be in force with 
respect to exports. . 

9. The laws of France and of its dependent territories with regard to social 
security and other contributions related to the employment of individuals are 
not affected by this agreement. 

10. As used in the present memorandum, “France” means the Metropolitan 
territory of the French Republic and the Overseas Departments to which the 
financial laws of France are automatically applicable. The French Government 
will facilitate as far as possible the extension of the present memomarndum to 
other territories of the French Union and other areas for which it has assumed 
international responsibility. 

Paris, March 13, 1952. 


MEMORANDUM OF AGREEMENT BETWEEN THE GOVERNMENT OF THE UNITED STATES 
OF AMERICA AND THE GOVERNMENT OF THE FRENCH REPUBLIC RELATING TO 
Tax RELIEF FOR EXPENDITURES MADE IN FRANCE BY THE GOVERNMENT OF THE 
UNITED STATES IN THE INTERESTS OF THE COMMON DEFENSE 


June 13, 1952 


1. The French Government agrees to relieve from taxes, under the conditions 
set forth in the present memorandum, the expenditures made in France by the 
Government of the United States defined in paragraphs 2 and 6 below. 


A. PROCUREMENT OF GOODS 


2. The present memorandum will apply to expenditures made in the interests 
of the common defense (including those made in connection with the foreign 
aid programs of the Government of the United States) for the acquisition of 
articles, supplies, equipment and materials, whether used as acquired or processed 
or incorporated into construction, whether exported or used in France for the 
needs of the United States forces, or other Allied forces. 

3. The tax relief covering the expenditures defined in paragraph 2 will relate 
to the following taxes: 

(a) The production tax for the full amount to which it affects such expenditures. 

(b) The transaction tax in the amount invoiced by the supplier or contractor 
with respect to such expenditures. The French Government is, moreover, pre- 
pared to grant to the Government of the United States the benefit of any addi- 
tional exemptions applicable to this tax which may be permitted by French 
legislation for exports. 

(c) The local tax (additional to the transactions tax) insofar as applicable 
to the expenditures described in paragraph 2 above. 

(d) The registration tax on contracts. 

4. With respect to customs duties, all goods belonging to the Government of 
the United States and imported into France by that Government in the interests 
of the common defense will continue to be free of duties and taxes on imports. 

5. The system for suspension of custems duties affecting certain imports 
destined to be re-exported after processing in France will be applied to imports 
of the same products when intended for procurement by the Government of the 
United States or for incorporation into articles for which that Government, 
either directly or through the French Government, makes expenditures in 
France of the type covered by this memorandum, whether such products are 
actually re-exported or not. Moreover, the French Government is prepared, 
whenever requested by the Government of the United States, to examine the 
possibility of applying this system to other categories of articles for which it is 
not then in effect. 

The word “duties” means customs duties and all other duties and taxes 


payable on importation or exportation, as the case may be, with the exception 
of charges for services rendered. 


B. PROCUREMENT OF SERVICES 


6. The present memorandum will also apply to expenditures made in the 
interests of the common defense for the construction of infrastructure facilities 
and for the procurement of services. 
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7. The tax relief covering the expenditures defined in paragraph 6 will relate 
to the following taxes for the amount invoiced by the contractors with respect 
to such expenditures: 

(a) The tax on services. 

(b) The transactions tax. 

(c) The local tax (additional to the transactions tax). 
(d) The registration tax on contracts. 


Cc. COMMON PROVISIONS 


8. The procedures according to which the Government of the United States 
will benefit from the tax relief provided by the present memorandum will be 
established by agreement between the interested governmental agencies. The 
following procedures are now agreed: 

(a) With regard to the expenditures made in France under contracts con- 
cluded and financed through the French Government, the Government of the 
United States will reimburse to the French Government the amount of the prices 
stipulated in those contracts less a sum representing the amount of the taxes 
and duties specified in paragraphs 3, 4, and 7 above which would be included in 
those prices. 

(b) With regard to the expenditures made in France by the Government of 
the United States under contracts made and financed directly by the Government 
of the United States, the latter will deliver a notification of all such contracts 
to the French Government. This notification will certify that the articles or 
services covered by these contracts are within the purpose of the present memo- 
randum and will indicate all the elements making it possible to determine the 
sum representing the amount of the taxes and duties specified in paragraphs 3, 
4, and 7 above which would be included in the price. 

9. The tax relief provided by the present memorandum will be applicable to 
payments of the United States Government directly to private contractors only 
where payment is made by check, rather than in cash, and where there is a formal 
contract concluded by a “Contracting and Purchasing Officer” or other official 
duly designated for the purpose of concluding contracts by the Government of the 
United States. 

10. Disposals in France to individuals or to private concerns by the Government 
of the United States of articles acquired under the conditions of tax relief set 
forth in the present memorandum or of installations in which such articles have 
been incorporated will be effected only after agreement of the two Governments 
on the terms of such disposals. 

11. (a) The relief accorded under the present memorandum will apply to all 
payments of the Government of the United States made after March 13, 1952, 
including those contributions requested from the Government of the United 
States prior to that date as part of its share of the cost of multilaterally financed 
infrastructure facilities. 

(b) The tax exemptions provided by the present memorandum will be in 
addition to those already granted under any arrangements now in effect, and 
ae the provisions of the Status of Forces Agreement signed in London on June 
19, 1951. 

(c) Goods actually exported from France on behalf of the Government of 
the United States will continue to enjoy any benefits which may be in force with 
respect to exports. 

12. With respect to any taxes for which relief is not expressly granted in the 
present memorandum and which might be found to be applicable to expenditures 
of the character referred to in paragraphs 2 and 6 above, the two Governments 
will consult with a view to arriving at mutually satisfactory arrangements 
consistent with the spirit of the present memorandum. 

13. The laws of France and of its dependent territories with regard to social 
security and other contributions related to the employment of individuals are not 
affected by the present memorandum. 

14. As used in the present memorandum, “France” means the Metropolitan 
territory of the French Republic and the Overseas Departments to which the 
financial laws of France are automatically applicable. The French Government 
will facilitate as far as possible the extension of the present memorandum to 
other territories of the French Union and other areas for which it has assumed 
international responsibility. 
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15. Any problems which may occur in connection with the interpretation of the 
present memorandum will be the subject of discussion between the two 
Governments. 


Paris, June 13, 1952. 


HEADQUARTERS, UNITep States ARMY, EUROPE 


PROCUREMENT CIRCULAR APO 403 
NUMBER 16 13 August 1954 


U. S.-France Tax AGREEMENT MODIFICATIONS 


1. Reference.—UPC 21, 1953. 

2. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in France with appropriated 
funds. 

3. Purpose.—The purpose of this circular is to make available for information 
and guidance, Memoranda, 28 April 1954 (Annex A) and 7 July 1954 (Annex B) 
of the Office of the US Treasury Representative, American Embassy, Paris, which 
set forth some of the effects which the French Tax Reform Law of 10 April 1954 
will have on the US-France Tax Agreement. (See Annex A, UPC 21, 1953.) 

4. French Tax Reform Law.—Although the basic principle of tax relief to be 
afforded the US Government as set forth in the US-France Tax Agreement 
remains unchanged, certain taxes have changed in name, rates, and/or method 
of application as a result of the French Tax Reform Law. Certain provisions of 
the Law are effective 1 July 1954. (See Annexes A and B.) Other provisions are 
scheduled to go into effect 1 January 1955. Since the French Government has 
not as yet issued all the decrees necessary to fully implement the Law, the attached 
memoranda represents only a partia) study of the effect the Law will have 
on the US-France Tax Agreement. Confirmation has been received from the 
French Government of the attached interpretations of the Law and decrees issued 
to date. 


[AG 400.12 GLD—Heid Mil 7914] 


By CoMMAND OF GENERAL HOGE: 
C. B. FERENBAUGH, 
Major General, GS 
OFFICIAL : Chief of Staff. 
D. R. VAN SICKLER, 
Adjutant General. 
Colonel, AGC 


DISTRIBUTION : Special. 
ANNEX A 


EFFECTS OF THE FRENCH Tax RerorM Law oF Apri 10, 1954, oN THE 
FRANCO-AMERICAN Tax RELIEF AGREEMENT 


Office of the Treasury Representative 
American Embassy, Paris 
April 28, 1954 
MEMORANDUM 


Subject: Effects of the French Tax Reform Law of April 10, 1954, on the Franco- 
American Tax Relief Agreement. 


On April 10, 1954, the French Government promulgated law No. 54-404 on tax 
reform. This measure changes in a number of important respects the system of 
turnover taxes from which the U. S. Government enjoys relief for its expendi- 
tures in France in the interests of common defense by virtue of the provisions of 
the Franco-American agreement of June 13, 1952. The present memorandum 
outlines the provisions of the new law as they affect the taxes from which the 
U. S. Government is exempted. It is emphasized that a number of implementing 
decrees have yet to appear and that, accordingly, it is not possible to give a 
detailed description of certain of the changes which are put into effect. Likewise 
no discussion is contained herein of those changes in the system of turnover taxes 
which would not appear to be significant from the viewpoint of U. S. expenditures 
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in the interests of the common defense (e. g. certain changes in the turnover taxes 
applicable to fertilizers, tax exemptions for purchases of investment goods by 
producers). 

1. The production tax is to be replaced by the tax on value added. In general, 
the rules for calculating and assessing the new tax will be the same as those 
relating to the production tax. However, the following changes should be noted: 

(a) The full rate is set at 16.85%, compared with a full rate of 15.85% for the 
production tax. 

(b) The reduced rate for such products as coal, gas, electricity, and certain 
agricultural commodities is set at 7.50%, compared to 6.35% for the production 
tax. 

(c) A new single tax on cider analogous to the single taxes on meat and wine is 
instituted, replacing the tax on value added with respect to cider. The rate of this 
tax is fixed at 320 francs per hectoliter. 

(d) It is made mandatory to show the amount of the tax on value added as a 
separate item on the sales invoice. 

(e) Construction is made subject to the tax oh value added rather than, as 
in the previous regime to the services tax. See paragraph (5) below for a full 
discussion of the changes instituted by the tax reform law with respect to the 
taxation of construction activities. 

(f) Persons engaged in service activities (such as laundries, dry-cleaning 
establishments, etc.) have the option of making their operations subject to the 
tax on value added rather than the services tax. 

2. The services tax is maintained at its rate of 5.80% in virtually the same 
form as previously, except that, as noted above, construction will henceforth be 
subject to the tax on value added rather than the services tax. 

3. The national transactions tax (1%) remains unchanged, except that con- 
struction expenditures are no longer subject to this tax. 

4. The local transactions tax (1.50-1.75% ) remains unchanged. 

5. As indicated above, construction activities will henceforth be subject to the 
tax on value added rather than the services tax. The detailed provisions of 
the tax changes for construction are as follows: 

(a) The amount due under the tax on value added will be computed by 
applying the full rate of the tax (16.85%) to 65% of the contractor’s total bill— 
that is, charges for both materials and services. Thus the effective tax rate on 
construction is approximately 11% (16.35 0.65—10.9525). 

(b) Contractors may calculate and pay the tax on value added on the basis of 
their collections rather than on the basis of work completely finished. This 
provision opens the way for applying the new tax provisions for construction to 
partial payments. The details for implementing this provision are to be regu- 
lated by decree. 

(c) Transitional measures will be issued by decree concerning the application 
of the new tax regulations to construction contracts in effect as of July 1, 1954, 
the effective date of the changes. 

(d) Construction expenditures are henceforth to be exempted from the na- 
tional transactions tax and likewise, under the provisions of Article 1573 of the 
French tax code, from the local transactions tax. 

6. Henceforth in the case of transportation taking place only partially within 
France, the portion taking place within France will be subject to the French 
turnover taxes only provided that it represents not less than two-thirds of the 
total trip. 

7. All of the foregoing provisions are scheduled to go into effect on July 1, 1954. 
Certain other changes are scheduled for January 1,1955. Of this latter category 
the only significant measure from the point of view of U. S. expenditures in the 
interests of the common defense is the provision that beginning on January 1, 
1955, a producer or contractor paying the tax on value added for his product or 
activities may deduct from the amount of such taxes he pays to the tax author- 
ities any services taxes which have been levied on services procured by him in 
connection with production activities. Thus effective next January the services 
tax, which at the present time can pyramid, will to a significant degree be inte- 
grated into the tax on value added. In connection with this change the rates 
for the tax on value added will be increased from 16.85% to 17.35% (full rate) 
and from 7.50% to 8% (reduced rate), 


1This article lays down the principle that the local transaction tax is ‘‘additional’’ to 
the paceett transactions tax and will not be levied on transactions where the latter is not 
also levied. 
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It is the view of this office that the foregoing changes do not require any 
renegotiation of the Franco-American tax relief agreement of June 138, 1952. 
The text of the tax reform law, together with the Parliamentary discussions on 
it, make it clear that the new tax on value added replaces the production tax. 
Thus the exemption granted to the U. S. Government from the production tax 
clearly applies with equal force to the tax on value added.? This office will seek 
confirmation from the Ministry of Finance of the foregoing analysis. 

Insofar as the problem of construction is concerned, the new tax regulations 
would appear to open the door for a satisfactory settlement with the French 
regarding the long-standing proposals for the use of a “flat” rate. As indicated 
above, the new regulations in effect establish a flat rate of roughly 11% for 
construction (with complete exemption from the national and local transactions 
taxes). Thus it should be possible to reach agreement with them on billings 
for construction along the lines of the understanding put into effect last autumn 
for procurement of goods—namely, that they will bill us for the net cost of the 
construction, showing in addition the tax of 11% which would normally be 
levied on the gross price, and the gross price taxes included. Discussion of this 
problem with the French should probably await the appearance of the decrees 


for the handling under the new regulations of contracts in existence on July 1, 
1954. 





ANNEx B 


EFFECTS OF THE FRENCH Tax ReFrorM LAw oF Aprit 10, 1954 ON THE FRANCO- 
AMERICAN TAx RELIEF AGREEMENT 


Office of the Treasury Representative 
American Embassy, Paris 
July 7, 1954 


MEMORANDUM 


Subject: Effects of the French Tax Reform Law of April 10, 1954 on the 
Franco-American Tax Relief Agreement. 

Two decrees’ appearing in the Journal Officiel de la Republique Francaise, 
Lois et Decrets, No. 148 of June 27, 1954, provide for the implementation of cer- 
tain sections of the French Tax Reform Law of April 10, 1954 whereby con- 
struction activities are made subject to the new tax on value added (see para- 
graph 5 of my memorandum of April 28, 1954). Following is a summary of 
those provisions of the two aforementioned decrees which would appear to be 
relevant to the problem of the effects of the Tax Reform Law on the Franco- 
American Tax Relief Agreement. 

A. Construction contracts outstanding as of June 30, 1954 


1. Payments subsequent to June 30, 1954 pursuant to construction contracts 
under which the customer has accepted the finished structure prior to that 
date, even on a provisional basis, will remain subject to the previous tax 
system relating to construction.’ In addition, no piece of construction for which 
provisional acceptance was given prior to October 1, 1953 can be handled under 
the new tax system even though it is a part of a larger project which was not 
completely terminated as of July 1, 1954. 

2. In all other cases the contractor may request before August 1, 1954, that 
their contracts outstanding as of July 1, 1954 remain subject to the previous 





“This principle of applying the same provisions to a successor tax as had been in effect 
for the original tax has been given effect on several occasions under the Franco-American 
double taxation treaty. 

1 Decree No. 54-686 of June 26, 1954, relating to the application of the turnover taxes 
to construction contracts outstanding as of July 1, 1954, and Decree No. 54-687 of June 26, 
a defining the methods for payment of the tax on value added by construction 
contractors. 

2That is, either (a) to the “normal” regime, whereby the production tax (15.35%) was 
due on the cost of the materials and components used; the services tax (5.80%), on labor 
charges and contractor’s fees ; and the transactions tax (1.00%) and loeal transactions tax 
(1.50-1.75%), on the full amount of the bill; or (b) to the “optional” regime instituted by 
decree last September, whereby construction contracts could be made subject to the produc- 
tion tax (15.35%) for 70% of their full value, materials and labor combined (in other 


words, an effective rate of 10.75%), and to the transactions tax (1.00%), but would be 
exempted from the local transactions tax (1.50—1.75%) 
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tax system for construction? In the absence of such requests, construction 
contracts outstanding as of July 1, 1954 will become subject to the tax on 
value added. 

8. For such contracts the contractor is required to make a declaration to 
the tax authorities, setting forth the following elements: 

(a) Date of the contract ; 
(b) Person for whose account the work is being carried out (the cus- 
tomer) ; 
(ec) Location of the project; 
(d) Tax regime previously applicable ; * 
(e) Total payments under the contract through June 30, 1954; 
(f) Various taxes paid with respect to the contract, including the pro- 
duction tax on materials used in the project. 
The regulations further provide a method whereby the amount of such taxes 
can be estimated on a flat-rate basis (forfaitairement). 

4, With respect to contracts outstanding as of July 1, 1954, which, by virtue 
of the arrangements described in the foregoing paragraphs, become subject to 
the tax on value added, the taxes due will be recalculated as follows: 

(a) The contractor will apply the tax on value added at the rate 16.85% 
to 65% of the total value of the contract (thus making an effective tax rate of 
approximately 11%). 

(b) Against the amount of such tax may be credited: (i) amounts of the 
transactions tax, the local transactions tax, and the services tax actually 
paid into the Treasury by the contractor in connection with collections made 
from the customer prior to July 1, 1954, as well as the amounts of the produc- 
tion tax included in the cost of materials and components already incorporated 
into the construction project or delivered to the construction site; or (ii), in the 
ease of contracts placed under the “optional” tax regime for construction put 
into effect by decree last September,® the amounts of the transactions tax 
actually paid into the Treasury by the contractor in connection with collections 
made from the customer prior to July 1, 1954, as well as the amounts of the 
production tax, for which the contractor has not previously taken credit, in- 
cluded in the cost of materials and components already incorporated into the 
construction project or delivered to the construction site. 


B. Payment of tar on value added by contractors 


Contractors are given the choice of whether to pay the tax on value added as 
they make collections from their customers or whether to defer all payments 
until the work is completed and the structure is provisionally accepted by the 
customer. In either case, the contractor is required, when he has completed a 
contract, to draw up a final bill, showing separately the amount of taxes which 
have been levied thereon. 

DonaLp J. McGrew, 
Assistant Treasury Representative. 


HEADQUARTERS, UNITED STATES ARMY, EUROPE 


PROCUREMENT CIRCULAR APO 408 
NUMBER 9 22 July 1955 
U. 8.-FRANCE Tax AGREEMENT MODIFICATIONS 


1. References.—a. UPC 21, 1953. 

b. UPC 16, 1954. 

2. General.—The provisions of this circular are applicable to all USAREUR 
or a apa activities which involve contracting in France with appropriated 

nds. 

3. Purpose.—The purpose of this circular is to make available, for information 
and guidance, Memorandum, Office of the Treasury Representative, American 
Embassy, Paris, 14 June 1955 (Annex A), which sets forth some of the effects 
which French Tax Reform Decree-Laws, 30 April 1955 and 20 May 1955, will have 
on the U. S.-France Tax Agreement. (See Annex A, UPC 21, 1953.) 

4. French Taw Reform Decree-Laws.—The basic principle of tax relief to be 
afforded the U. S. Government as set forth in the U. S.-France Tax Agreement 
remains unchanged. The French Tax Reform Decree-Law, 30 April 1955, 

® See footnote (b) above. 


4See footnote (b) above. 
5 See footnote (b) above. 
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changes the system of applying turn-over taxes. The French Tax Reform 
Decree-Law, 20 May 1955, changes the application of the tax on value added to 
construction. Inasmuch as the French Government may issue a number of 
implementing measures to the laws, the attached memorandum presents only a 
partial study of the effect the laws will have on the US-France Tax Agreement. 


[AG 400.12 GLD—Heid Mil 7891] 
By CoMMAND OF GENERAL MCAULIFFE: 


OFFICIAL: 
[SEAL] JOHN F. UNCLES 
Bruce EASLEY, JR., Maj Gen GS 
Brigadier General, USA Chief of Staff. 


Adjutant General. 
DistTrrpuTion: As prescribed in UPC 1. 1955. 


ANNEX A 


Office of the Treasury Representative 
American Embassy, Paris 
June 14, 1955 

MEMORANDUM 


Subject: Effects of Recent French Tax Reform Decree-Laws on the Franco- 
American Tax Relief Agreement 

1. The French Government's decree No. 55-465 of April 30, 1955 changes in a 
number of important respects the system of turn-over taxes from which the 
U. S. Government enjoys relief for its expenditures in France in the interests of 
common defense by virtue of the provisions of the Franco-American Agreement 
of June 13, 1952. In addition, Article 5 of Decree No. 55-566 of May 20, 1955 
changes somewhat the application to construction of the tax on value added. 
The present memorandum outlines the provisions of the new decrees as they 
affect the taxes from which the U. S. Government is exempted. It is emphasized 
that a number of implementing measures may yet appear and that, accordingly, 
the present description of certain of the changes which are to be put into effect 
may be incomplete. Likewise no discussion is contained herein of those changes 
in the system of turn-over taxes which would not appear to be significant 
from the viewpoint of U. S. expenditures in the interests of the common defense 
(e. g., the special system of tax returns established for merchants whose turn- 
over is less than 15 million francs a year). 

2. The following points, all of which go into effect on July 1, 1955, are note- 
worthy in this connection : 

(a) The national (1%) transactions tax is repealed. 

Comment.—Repeal means that invoices for payments by the U. S. for goods 
or services, after July 1, 1955, should no longer show the transactions tax as 
deductible from the gross price in arriving at the tax-free price. It also means 
the disappearanc e of one rather unsatisfactory aspect of the 1952 Tax Relief 
Agreement: since the Agreement provided relief only “in the amount invoiced by 
the supplier or contractor,” the U. S. has in effect borne the transactions tax on 
transactions prior to sale to the U. S. Now the loss of revenue to the French 
Treasury from repeal of the transactions tax is being compensated for by an 
increase in the rate of the tax on value added. Since the U. S. has full relief 
from this latter tax, while previously supplier costs contained a hidden trans- 
actions tax element, the reform should result in price savings for the U. S. 
Government on future contracts. 

(b) The standard rate of the tax on value added is increased from 16.85% to 
19.50%. However, certain products are taxable at reduced rates of 10%to 12%. 

Comment.—Construction—except by artisans—will be taxed after July 1, 1955 
by applying the standard rate of the tax to 61% (as contrasted with 65% under 
the Tax Reform Law of April 10, 1954) of the contractor’s total bill, that is, to his 
bill for both materials and services. Thus the new effective tax rate on con- 
struction is approximately 11.9% (19.500.61=11.895). It is also to be noted 
that since construction is subject to the tax on value added, under the terms of 
the decree-law, it will not be subject to the new local tax. The rules for appli- 
cation of the new formula to contracts already in force on July 1, 1955 have not 
yet been published, but the Ministry of Finance believes they will parallel those 
adopted with respect to similar changes in 1954. 


1In principle, deliveries of goods and services rendered on or after July, 1, 1955, will 
be taxed at the new rates. Re construction, a special case, see paragraph 2 4. 
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(c) The rate of the services tax is increased from 5.80% to 8.50%. More- 
over, a producer or contractor paying the tax on value added for his product or 
activities may henceforth deduct from the amount of the tax on value added that 
he pays to the tax authorities any service taxes which have been levied on serv- 
ices procured by him in connection with his production activities. 

Comment.—Thus, the services tax, which previously could pyramid, has been 
largely integrated into the tax on value added. The increase in the rate of this 
latter tax in part reflects this fact. As a result, the United States Government, 
which will continue to benefit from full relief from the tax on value added, may in 
some instances profit from this new deduction rule by obtaining lower net, i. e. 
tax-free, bid prices. 

{d) The local tax (additional to the transactions tax) has been replaced by 
a local tax—levied under somewhat different rules—the standard rate of which 
is 2.65%. This rate may, however, at the option of local governments, be set 
at any figure from 2.20% to 2.65%. In addition, Departmental Governments are 
authorized to add 0.10% to the effective rate. Consequently, the local tax may now 
vary, depending on the locality in which it is levied, from 2.20% to 2.75%. An 
8.50% rate is applicable in certain special cases. 

Comment.—Expenditures subject either to the tax on value added or to the 
services tax will not, except in a few special cases, be also subject to the local 
tax. Therefore, in most future cases, invoices to the U. S. will show only one 
turn-over tax as deducted from the gross price in arriving at the tax-free price. 

3. It is the view of this Office that the foregoing changes do not require 
renegotiation of the Franco-American Tax Relief Agreement of June 13, 1952, 
and this view has been orally confirmed by the Ministry of Finance. 


HEADQUARTERS, UNITED STATES ARMY, EUROPE 


PROCUREMENT CIRCULAR APO 4038 
NUMBER 23 25 June 1953 


U. S.-Greece Tax AGREEMENT 


1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in Greece with appropriated 
funds. 

2. Purpose.—The purpose of this circular is to make available for information 
and use, a copy of the U. S8.-Greece Tax Agreement (Annex A), consisting of 
American Embassy note No. 252, 4 February 1953; Memorandum of Understand- 
ing, Athens, 4 February 1953; and the Foreign Office Note Verbale No. 408, 4 
February 1953, with an effective date of 4 February 1953. 

3. Tax Agreement.—The U. S.-Greece Tax Agreement was executed in order 
to secure the maximum possible exemption from the payment of Grecian taxes, 
dues, or fees on expenditures of appropriated funds in Greece. The agreement 
contains information relating to the types of expenditures and procurements 
to which the agreement is applicable. 

4, Implementing Instructions.—Detailed implementing instructions relative to 
securing relief from the payment of foreign taxes and customs duties will be 
made the subject of a subsequent procurement circular. 


[AG 400.12 GLD—Heid Mil 7258] 


By CoMMAND OF LIEUTENANT GENERAL BOLTE: 


OFFICIAL: 


Epwarp T. WILLIAMS, C. J. Barry, Jr. 
Major General, GS Colonel, AGC 
Chief of Staff. Assistant Adjutant General. 


DistRIBUTION : Ea Army Procurement and Contracting Officer and Office, plus 
3—CINCUSAFE (info). 
3—COMNAVGER (info). 
10—G4 (Policy and Reg Sec, Proc Br.). 
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ANNEX A 
U. S.-Greece Tax AGREEMENT 


EMBASSY OF THE 
UNITED STATES OF AMERICA 


No. 252. 


To the RoyAL MINISTRY OF FOREIGN AFFAIRS, ATHENS 


The Embassy of the United States of America presents its compliments to the 
Royal Ministry of Foreign Affairs, and has the honor to refer to the Embassy’s 
Note No. 160, dated November 3, 1952, and to subsequent discussions between 
representatives of the Greek Government and the Government of the United 
States regarding the privileges, immunities and exemptions from taxes or other 
levies and charges which shall be accorded by the Government of Greece in the 
interest of facilitating and expediting the implementation of the common defense 
program and any and all foreign aid programs of the United States. 

There is transmitted herewith a Memorandum of Understanding dated Febru- 
ary 4, 1953, incorporating the agreements reached in the course of the afore- 
mentioned discussions. 

It is respectfully requested that the Ministry confirm that the Memorandum 
of February 4 Transmitted with this note is acceptable to the Government of 
Greece. 

The Embassy avails itself of this opportunity to renew to the Royal Ministry 
of Foreign Affairs the assurance of its highest consideration. 


MEMORANDUM OF UNDERSTANDING BETWEEN THE GOVERNMENT OF GREECE AND THE 
GOVERNMENT OF THE UNITED States RE IMPLEMENTATION OF THE COMMON 


DEFENSE PROGRAM AND ANY AND ALL FOREIGN AID PROGRAMS OF THE UNITED 
STATES 


PRIVILEGES, IMMUNITIES AND EXEMPTIONS FROM TAXES OR OTHER LEVIES AND 
CHARGES 


The Government of the United States, by virtue of common defense agree- 
ments, is presently engaged in a variety of expenditures for the common defense 
effort, including construction and/or procurement in Europe of military supplies, 
materials and equipment, facilities, and so-called common-use items required by 
the United States and by countries participating in the North Atlantic Treaty 
Organization. Such programs may be implemented by agreements to which the 
United States Government is a party entered into directly with the governments 
of member countries or with manufacturers and/or suppliers in the member 
countries, or by agreements to which the United States Government is not a 
party but which are financed in whole or in part by the United States Govern- 
ment. The United States Government is also bringing into member countries 
materials, equipment, supplies, and goods required for such common defense. 

Consequently, in the interest of facilitating and expediting implementation of 
the common defense program and any and all foreign aid programs of the 
United States, the Government of Greece agrees that property to which the 
United States has acquired title or a lien shall be accorded extraterritoriality 
(immunity from the jurisdiction of the Greek civil and criminal courts), and 
that any expenditures of the United States Government for equipment, mate- 
rials, facilities, or services connected with such common defense program and 
such foreign aid programs of the United States Government will be exempt from 
taxes, dues, or fees which might affect such expenditures. This exemption will 
be afforded to the United States Government pursuant to mutually satisfactory 
arrangements and procedures developed in consultation between the two Govern- 
ments and implemented by decisions of the Minister of Finance. 

In addition, the Government of Greece will extend to the United States, its 
property, and the contracts, sub-contracts, and activities entered into, under- 
taken, or financed in whole or in part by the United States in Greece in connec- 
tion with the common defense or any foreign aid programs, the same privileges 
and immunities and exemptions from taxes or other levies and charges as have 
heretofore been granted to the American Mission for Aid to Greece by the pro- 
visions of Legislative Decree 694/1948 re settlement of matters regarding the 
American program for aid to Greece. 

ATHENS, February 4, 1953. 
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MINISTERE ROYAL DES AFFAIRES ETRANGERS 
No. 408 
To THE EMBASSY OF THE UNITED STaTES OF AMERICA, ATHENS: 


NOTE VERBALE 


The Royal Ministry for Foreign Affairs presents its compliments to the 
Embassy of the United States of America and has the honour to acknowledge 
receipt of its note 252 and of a Memorandum of Understanding between the 
Government of Greece and the Government of the United States dated February 
4, 1953, concerning the implementation of the Common Defense Program and 
any and all foreign aid programs of the United States. 

The Ministry for Foreign Affairs confirms that the provisions contained in 
the Memorandum quoted above are acceptable to the Government of Greece. 

‘The Royal Ministry avails itself of this opportunity to renew to the Embassy 
of the United States the assurances of its highest consideration. 


ATHENS, February 4, 1953. 


HEADQUARTERS, UNITED STATES ARMY, EUROPE 


‘PROCUREMENT CIRCULAR, APO 408 
NUMBER 29 18 September 1953 
U. S.-Yueostavia TAx AGREEMENT 


1. General—tThe provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in Yugoslavia with appropri- 
ated funds. 

2. Purpose.—The purpose of this cirular is to make available for information 
and use, a copy of the U. S.-Yugoslavia Tax Agreement (Annex A), consisting 
of two American Embassy notes, 23 July 1953, and Yugoslavia Government note 
No. 2384, 23 July 1953, with an effective date of 23 July 1953. 

8. Taw Agreement.—The U. S.-Yugoslavia Tax Agreement was executed in 
order to secure the maximum possible exemption from the payment of Yugoslav 
taxes and duties on expenditures of appropriated funds in Yugoslavia. The 
agreement contains information relating to the expenditures and procurements 
to which the agreement is applicable, the exempted taxes and duties, and the pro- 
cedures necessary to obtain exemption from taxes not covered in the agreement. 

4. Implementing Instructions—Detailed implementing instructions relative 
to securing relief from the payment of foreign taxes and customs duties will be 
made the subject of a subsequent procurement circular. 


{AG 400.12 GLD—Heid Mil 7256] 
By CoMMAND oF GENERAL BOLTE: 


OFFICIAL: 
L. V. WARNER, ©. B. FerENBAUGH, 
Brigadier General, USA Major General, GS 
Adjutant General. Chief of Staff. 


DIsTRIBUTION : Ea Army Procurement and Contracting Officer and Office, plus 
38—CINCUSAFE (info). 
3—COMNAVGER (info). 
10—G4 (Policy and Reg Sec, Proc Br). 


ANNEX A 
U. S.-Yueostavia Tax AGREEMENT 


E. No, 2384 
Belgrade, July 23, 1953 
Mr. JAMES 8S. KILLEN, 
Counsellor for Economic Affairs, 
Embassy of the USA, Belgrade. 

Dear Sie: With reference to discussions regarding tax relief in connection 
with off-shore procurement by or on behalf of the Government of the United 
States of America in the Federal People’s Republic of Yugoslavia, I have the 
honour to propose to you, on behalf of the Yugoslav Government, the following 


agreement: 
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“Discussions have recently been held between the Government of the Federal 
People’s Republic of Yugoslavia and the Government of the United States of 
America on the subject of Yugoslav taxation of expenditures by or on behalf 
of the United States for individual and collective self-defense, including the 
OSP program and any foreign aid programs of the United States of America. 
These discussions have resulted in the following agreement : 

_ The Government of the Federal People’s Republic of Yugoslavia agrees: 

: that tax relief should be accorded to any such expendi- 
tures for facilities, equipment, materials or services. 

The Government of the Federal People’s Republic of Yugoslavia therefore 
agrees that tax relief will be granted to all such expenditure and will apply to: 

a. import and export duties or taxes and co-efficients on all imported 
articles or components used in the production of articles, whether they are 
or are not retained in Yugoslavia or are exported ; 

b. turn-over taxes at all stages of production ; 

e. that portion of the accumulation and funds at each successive state of 
production which is over and above social security contributions and profits 
retained by the producing enterprise ; 

d. Any additional taxes which negotiations subsequently develop as ap- 
plicable to the expenditures for which relief should be accorded ; 

to the extent that all or any of these taxes are applicable to the expenditures in- 
volved. 

With respect to any Yugoslav taxes not specifically referred to in this agree- 
ment which might be applicable to United States expenditures in the categories 
embraced in this agreement, the two governments will discuss procedures for re- 
lief consistent with the principle of tax relief contained in this Agreement. 

The relief to be accorded hereunder is applicable to all expenditures subse- 
quent to the date of this Agreement.” 

Would you kindly inform me whether the Government of the United States 
of America concurs in the foregoing. 

Accept, Sir, the assurance of my highest consideration. 

Sincerely yours, 

STANISLAV Kopcoxk. 


AMERICAN EMBASSY, 
Belgrade, July 23, 1953 
Mr. STANISLAV Kopcok, 
Counsellor of State for Foreign Affairs, 
Secretariat of State for Foreign Affairs, Belgrade. 

Dear Sir: This will acknowledge the receipt of your letter of July 23, 1953, 
the text of which reads as follows: 

“With reference to discussions regarding tax relief in connection with off-shore 
procurement by or on behalf of the Government of the United States of America 
in the Federal People’s Republic of Yugoslavia I have the honour to propose to 
you, on behalf of the Yugoslav Government, the following Agreement: 

Discussions have recently been held between the Government of the Federal 
People’s Republic of Yugoslavia and the Government of the United States of 
America on the subject of the Yugoslav taxation of expenditures by or on behalf 
of the United States for individual and collective self-defense, including the 
OSP program and any foreign aid programs of the United States of America. 
These discussions have resulted in the following agreement: 

The Government of the Federal People’s Republic of Yugoslavia therefore 
agrees that tax relief will be granted to all such expenditures and will apply to: 

a. import and export duties or taxes and co-efficients on all imported 
articles or components used in the production of articles, whether they are 
or are not retained in Yugoslavia or are exported; 

b. turn-over taxes at all stages of production; 

c. That portion of the accumulation and funds at each successive stage 
of production which is over and above social security contributions and 
profits retained by the producing enterprise; 

d. any additional taxes which negotiations subsequently develop as appli- 
cable to the expenditures for which relief should be accorded; 

to the extent that all or any of those taxes are applicable to the expenditures 
involved. 

With respect to any Yugoslav taxes not specifically referred to in this agree- 
ment which might be applicable to United States expenditures in the categories 
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embraced in this agreement, the two governments will discuss procedures for 
relief consistent with the principle of tax relief contained in this Agreement. 

The relief to be accorded hereunder is applicable to all expenditures subse- 
quent to the date of this Agreement. 

Would you kindly inform me whether the Government of the United States 
of America concurs in the foregoing.” 

I have the honour to inform you, on behalf of the Government of the United 
States of America, of my concurrence with the above letter, and that your letter 
together with the present reply shall constitute an Agreement between our two 
Governments. 

Accept, Sir, the assurances of my highest Consideration. 

Sincerely yours, 
JAMES S. KILLEN, 
Counselor of Embassy for Economic Affairs. 


AMERICAN EMBASSY, 
selgrade, 23 July 1953 

Mr. STANISLAV KopcoK, 

Counsellor of State for Foreign Affairs, Secretariat of State for Foreign 

Affairs, Belgrade. 

Dear Str: This will acknowledge the receipt of your letter of July 23, 1953 the 
text of which reads as follows: 

“With reference to discussions regarding tax relief in connection with off- 
shore procurement by or on behalf of the Government of the United States of 
America in the Federal People’s Republic of Yugoslavia I have the honour to 
propose to you, on behalf of the Yugoslav Government, the following Agreement : 

Discussions have recently been held between the Government of the Federal 
People’s Republic of Yugoslavia and the Government of the United States of 
America on the subject of Yugoslavia taxation of expenditures by or on behalf 
of the United States for individual and collective self-defense, including the 
OSP program and any foreign aid programs of the United States of America. 
These discussions have resulted in the following agreement : 

The Government of the Federal People’s Republic of Yugoslavia agrees with 
the principle that tax relief should be accorded to any such expenditures for 
facilities, equipment, materials or services. 

The Government of the Federal People’s Republic of Yugoslavia therefore 
agrees that tax relief will be granted to all such expenditures and will apply to: 

a. import and export duties or taxes and co-efficients on all imported 
articles or components used in the production of articles, whether they are 
or are not retained in Yugoslavia or are exported ; 

b. turn-over taxes at all stages of production ; 

c. that portion of the accumulation and funds at each successive state of 
production which is over and above social security contributions and profits 
retained by the producing enterprise ; 

d. any additional taxes which negotiations subsequently develop as ap- 
plicable to the expenditures for which relief should be accorded ; 

to the extent that all or any of these taxes are applicable to the expenditures 
involved. 

With respect to any Yugoslav taxes not specifically referred to in this agree- 
ment which might be applicable to United States expenditures in the categories 
embraced in this agreement, the two governments will discuss procedures for 
relief consistent with the principle of tax relief contained in this Agreement. 

The relief to be accorded hereunder is applicable to all expenditures subse- 
quent to the date of this Agreement. Would you kindly inform me whether the 
Government of the United States of America concurs in the foregoing.” 

I have the honour to inform you, on behalf of the Government of the United 
States of America, of my concurrence with the above letter, and that your letter 
together with the present reply shall constitute an Agreement between our two 
Governments. 

Accept, Sir, the assurances of my highest consideration. 

Sincerly yours, 


JAMES S. KILien, 
Counselor of Embassy for Economic Affairs. 
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HEADQUARTERS, UNITED STATES ARMY, EUROPE 


PROCUREMENT CIRCULAR APO 403 


NUMBER 39 1 December 1953 
U. S.-Sparin Tax AGREEMENT 


1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in Spain with appropriated 
funds. 

2. Purpose—The purpose of this circular is to make available for informa- 
tion and use, a copy of the U. S.-Spain Tax Agreement (Annex A), consisting 
of the Tax Relief Annex Attached to the Mutual Defense Assistance Agree- 
ment and an Interpretative Note in Regard to the Tax Relief Annex to the 
Mutual Defense Assistance Agreement, 26 September 1953, with an effective date 
of 26 September 1953. 

3. Tax Agreement.—The U. S.-Spain Tax Agreement was executed in order 
to secure the maximum possible exemption from the payment of Spanish taxes 
and duties on expenditures of appropriated funds in Spain. The agreement 
contains information relating to the expenditures and procurements to which 
the agreement is applicable, the exempted taxes and duties, procedures neces- 
sary to obtain exemption from taxes not covered in the agreement, and the 
procedures which are required to obtain the tax relief authorized in such agree- 
ment. 

4. Implementing Instructions.—Detailed implementing instructions relative 
to securing relief from the payment of foreign taxes and customs duties will 
be made the subject of a subsequent procurement circular. 

[AG 400.12 GLD—Heid Mil 7256] 

By COMMAND OF GENERAL HOAGE: 

OFFICIAL : 


L. V. WARNER, C, B. FERENBAUGH, 
Brigadier General, USA Major General, GS 
Adjutant General. Chief of Staff. 


DISTRIBUTION : Special. 
ANNEX A 


Tax RELIEF ANNEX ATTACHED TO THE MUTUAL DEFENSE ASSISTANCE AGREEMENT 


1. a. In accordance with Article III, paragraph 3, of the Mutual Defense As- 
sistance Agreement, the Government of Spain agrees and guarantees that all 
activities and expenditures undertaken within the jurisdiction of the same by or 
on behalf of the United States, for the common defense, including the activities 
or expenditures carried out in connection with any foreign aid program agreed 
to by the United States, and the activities and expenditures carried on for the 
common defense under the terms of this agreement or otherwise, will be exempt 
from taxation (including surcharges, contributions, or other charges of any 
nature, other than reasonable compensation which may be made by the United 
States for services requested and received) by or for the benefit of the Spanish 
Government, political subdivisions thereof, or quasi-governmental organizations. 

b. The relief will apply in all cases in which the United States is subject to the 
payment of the tax finally, in all cases of taxes which apply directly to expendi- 
tures effected by the United States, and in all eases covered in the Defense Agree- 
ment and arrangements to be concluded thereunder, and the Mutual Defense 
Assistance and Economic Aid Agreement as concluded on the 26th of September, 
1953. 

The fiscal relief will not apply, except as stated above, to taxes on the incomes, 
profits, and operations of those persons or entities who render service to, or 
work for, the account of the United States. 

c. The taxes from which relief is granted by the present Annex, and in any 
other manner as may hereafter be agreed upon between the parties, shal! include, 
but not be limited to: 

(1) ‘Tax on transfer of property and rights to real estate. 

(2) Import duties (any tax or duty payable on the importation of articles, 
materials or components or parts of the same purchased by means of the 
aforesaid expenditures). 

(3) Export duties. 

(4) Transportation and entry or exit tax. 

98996—58——38 
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(5) Tonnage tax. 

(6) Stamp tax. 

(7) Use and consumption tax excepting in the case of those products 
(petroleum and its by-products and tobacco) whose production or sale is 
monopolized by the State. Should purchases be made from other sources 
than the manufacturers themselves, this tax will be applicable, but refund 
will be made, in accordance with procedures to be developed, of that part of 
the price which includes this tax. These procedures will include the method 
to be used in ascertaining the amount of this tax to be so refunded. 

(8) Provincial taxes (except where attributable to services rendered.) 

(9) Municipal taxes (except where attributable to services rendered). 

(10) Tax on industries, trades and professions in the amount, if any, that 
such tax may be increased due to the activities and expenditures referred 
to in subparagraph 1a above. 

(11) Any additional taxes as appropriate. 

d. The tax relief granted in accordance with the provisions of this agree- 
ment will be considered as supplementing any tax relief normally enjoyed by 
the United States within the jurisdiction of the Spanish Government. The 
relief so accorded will apply to all operations and expenditures of the character 
described in subparagraph a hereof, which may occur after the date of this 
agreement. 

e. With respect to any other tax not specifically mentioned in subparagraph 
ce hereof and which may be found to be applicable to expenditures or activities 
of the character described herein, the two governments will consult with a view 
to arriving at mutually satisfactory arrangements regarding procedures to as- 
sure relief from such taxes in accordance with the principle of tax relief grant- 
ed by subparagraph a of paragraph 1. 

f. In the same manner should special situations or circumstances arise with 
respect to taxes of the type covered by subparagraph ec which may affect the 
compliance with the terms of relief granted herein, such situations or circum- 
stances will be discussed between the two governments with a view to sup- 
plementing this agreement in accordance with the spirit and the terms of this 
Annex. If necessary, the Spanish Government will examine the feasibility of 
appropriate legislation to accomplish this end. 

g. The requirements of Spanish legislation of a social character and any 
other contributions relating to the employment of individuals are not affected 
by this agreement. 

2. The relief specified above will be granted by means of the procedures de- 
scribed below. Changes in these procedures that may appear to be advanta- 
geous in order to facilitate the administrative work and the enforcement of the 
exemption granted above, may be initiated as mutually agreed between compe- 
tent United States and Spanish authorities. The record of these changes may 
be in the form of an annex or annexes to be attached hereto when needed. 

The United States will inform the Spanish Government (Ministry of Finance) 
of the operations and expenditures it affects which in its judgment should en- 
joy the fiscal exemptions granted by the present agreement. The information 
furnished by the United States to the Spanish Government should be suffi- 
ciently detailed to permit the best identification of the concept and quantity 
of the operation. Upon receipt of this information report the Government of 
Spain (Ministry of Finance) will issue the pertinent orders to the appropriate 
services (Directorates General, Customs, Finance Ministry representatives, 
ete.) for the exemption from taxes. In the event that these taxes have already 
been paid, their return shall be ordered. 

An office will be created within the Ministry of Finance expressly for the 
implementation of this Annex. 

Should differences arise concerning the implementation of this Annex, they 
may be referred for the consideration of a board composed of competent authori- 
ties of both governments. 

3. The Government of Spain (Ministry of Finance) may, in agreement with 
the United States Government, and in a manner to be established in each case, 
take the necessary measures to insure that materials and products, imported or 
acquired exempt from taxes, are not used or destined for purposes other than 
those indicated in paragraph 1a above. 
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INTERPRETATIVE NOTE IN REGARD TO THE TAx RELIEF ANNEX TO MUTUAL DEFENSE 
ASSISTANCE AGREEMENT 


The following interpretation of certain points of the Tax Relief Annex is 
hereby made of record : 

It is understood that the examples of tax relief contained in the first para- 
graph under subparagraph 1b of the Tax Relief Annex to the Mutual Defense 
Assistance Agreement are not to be construed as limiting the scope of tax relief 
provided under subparagraph la, but are intended only to confirm certain par- 
ticular applications of that relief. 

It is also understood that the phrases “All cases in which the United States 
is subject to the payment of the tax finally” and “all cases of taxes which 
apply directly to expenditures effected by the United States” in this subparagraph 
are intended to include relief from direct and indirect incidence of taxation on 
the ultimate price paid by the Government of the United States in connection 
with expenditures described in paragraph la. It is further understood that 
the referrence in the second paragraph under subparagraph 1b to taxes on “oper- 
ations” is intended to refer to business license taxes and does not include any 
other taxes listed in subparagraph 1c of Tax Relief Annex. 

Maprap, 26th September 1953. 





HEADQUARTERS, UNITED STATES ARMY, EUROPE 


PROCUREMENT CIRCULAR 


APO 403 
NUMBER 17 


3 September 1954 
CONTRACTING IN BELGIUM 


1, General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in Belgium with appropriated 
dollar funds, except such procurement activities as may be exempted specifically. 

2. Purpose.—tThe purpose of this circular is: 

a. To make available, for information and guidance, a copy of the “Agree- 
ment between the United States of America and Belgium Relating to Offshore 
Procurement,” 2 September 1953 (Annex A), hereinafter referred to as the 
“Memorandum of Understanding.” 

b. To prescribe the contract forms to be used in Belgium. 

3. Memorandum of Understanding.—a. The Memorandum of Understanding 
sets forth certain principles and policies which the two governments have agreed 
will govern the contracts, regardless of the amount involved and the source 
of: appropriated dollar funds used, placed by the U. S. Government with the 
Belgian Government or direct with private contractors, including individuals, 
firms, or other legal entities in Belgium. 

b. The Memorandum of Understanding contains principles and policies relat- 
ing to intergovernmental coordination, contract placement, contract assistance, 
supply of equipment, materials and manpower, security, inspection, credit 
arrangements, licenses, taxes, protection of U. 8. property and personnel, re- 
porting of subcontracts, and refunding of profits. 

4. Government-to-Government Contracis.—a. In negotiating contracts with 
the Belgian Government, contracting officers will be guided by applicable prin- 
ciples enunciated in the Memorandum of Understanding. 

b. Standard clauses have been approved by the two governments for use, as 
appropriate, in contracts between them. These clauses have been used to prepare 
the contract form (Annex B). This form will be used in making fixed-price 
supply or service contracts with the Belgian Government, regardless of the 
amount involved and the source of appropriated dollar funds used. Deletions 
or deviations are not authorized without the prior approval of the Assistant 
Chief of Staff, G++, USAREUR (Chief, Proce Br), except as may be prescribed 
herein or by the provisions of current directives. 

ce. The contract form referred to in b, above, consists of : 

(1) Cover Sheet, AE Form 382A. 

(2) Schedule, AE Form 382B. 

(3) General Provisions, AE Form 382C. 
(4) Signature Sheet, AE Form 382D. 


d. Additions, deletions, and deviations in the contract form (b, above) are 
prescribed as follows: 
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(1) The Renegotiation Clause prescribed by the provisions of current direc- 
tives will not be added to government-to-government contracts, regardless of 
the amount involved and the source of appropriated dollar funds used. 

(2) Clause 22—Examination of Records of the General Provisions (AE Form 
382C) may be deleted under the circumstances set forth in USAREUR Procure- 
ment Circular 16, 1953. 

e. Other contract clauses may be added to the contract form referred to in 
b, above, as required by Armed Services Procurement Regulation, Army Pro- 
curement Procedure, and other current directives. Contracting officers are 
authorized to include such additional clauses as they deem necessary, provided 
that such clauses are not inconsistent with the General Provisions (AE Form 
382C) or with Armed Services Procurement Regulation, Army Procurement 
Procedure, and other current directives. 

f. When it is desired to enter into government-to-government contracts with 
the Belgian Government for other than supplies or services on a fixed-price 
basis, the fixed-price supply or service contract form referred to in b, above, 
will be used as a guide in the preparation of the proposed contracts. Prior to 
solicitation, contracting officers will submit proposed contracts to the Assistant 
Chief of Staff. G-4, USAREUR (Attn: Chief, Proc Br) for approval. 

g. Each US-Belgium government-to-government contract will be executed 
subject to the relevant provisions of the Memorandum of Understanding and, 
consequently, the provisions of the Memorandum will be incorporated in the 
contract by reference and will become a part of the contract. In the interest 
ef administrative economy, the memorandum need not be attached to the con- 
tract. The original Memorandum of Understanding is available in the National 
Archives of the United States in Washington, D. C. 

h. For the purpose of this circular, government-to-government contracts are 
defined as those contracts signed by a Belgian Government official for, and on 
behalf of, the Belgian Government. 

5. Government-to-Other Than Government Contracts.—In negotiating con- 
tracts in Belgium with legal entities other than the Belgian Government, con- 
tracting officers will utilize contract forms and clauses prescribed by Armed 
Services Procurement Regulation, Army Procurement Procedure, and other 
current directives. 

6. Local Reproduction.—a. If additional copies of the Memorandum of Under- 
standing (Annex A) are required, authority is granted to reproduce locally. The 
memorandum is not stocked by the Publications Depot and Records Center, 
7879th Army Unit. 

b. The government-to-government contract form (Annex B) is available by 
requisition on the Publications Depot and Records Center and may not be repro- 
duced locally, unless specifically authorized by the Adjutant General, USAREUR. 

7. Limitation on Dissemination.—The Memorandum of Understanding and the 
contract form represent the result of private negotiations between two govern- 
ments and, as such, will not be given public dissemination. In particular, these 
negotiations will not be revealed to other foreign governments or nationals 
thereof. 

8. Inability to Procure.—When the contracting officer is unable to effect pro- 
curement because of the requirements of this circular, the facts will be sub- 
mitted through channels to the Assistant Chief of Staff, G-4, USAREUR (Attn: 
Chief, Proc Br). 


[AG 400.12 GLD—Heid Mil 6458] 
By Command of General HocGe: 
OFFICIAL : 


D. R. Van SICKLER, C. B. FERENBAUGH, 
Colonel, AGC Major General, GS 
Adjutant General. Chief of Staff. 


DISTRIBUTION : Special. 
ANNEX A 


AGREEMENT BETWEEN THE UNITED STATES OF AMERICA AND BELGIUM RELATING 
TO OFFSHORE PROCUREMENT 


The Government of the United States of America and the Government of 


Belgium, desiring to set forth certain principles and policies governing the 
United States Offshore Procurement Program in Belgium, have agreed as follows: 
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ARTICLE 1, SCOPE AND PURPOSE OF THE OFFSHORE PROCUREMENT PROGRAM 


It is the intent of the United States Government under the Offshore Procure- 
ment Program to conduct a program of military procurement in countries par- 
ticipating in the Mutual Security Program of those types of materials, services, 
supplies and equipment appropriate either for the mutual security military aid 
program or for the direct use of United States Forces. The extent of this 
program in Belgium is dependent upon the ability of the United States Govern- 
ment to place contracts at reasonable prices and with satisfactory delivery 
dates. It is intended that the carrying out of this program will materially 
contribute to the combined defense productive capacity of the nations which 
are members of the North Atlantic Treaty Organization and the European De- 
fense Community and will at the same time provide a means for increasing the 
dollar earnings of these countries. 

The United States Government will conduct the Offshore Procurement Pro- 
gram in accordance with the laws of the United States governing military pro- 
curement and the Mutual Security Program. It is also the intent of the United 
States that the Offshore Procurement Program shall be carried out in Belgium 
in furtherance of the principles set forth in Section 516 of the Mutual Security 
Act of 1951, the Mutual Defense Assistance Control Act of 1951, and article II 
(3) of the Economic Cooperation Agreement between the United States of 
America and the Kingdom of Belgium, signed in Brussels on July 2, 1948, as 
amended, 

ARTICLE 2. INTERGOVERNMENTAL COORDINATION 


The two Governments will exchange information, as needed, and on a con- 
tinning basis, with respect to procurement plans, production facilities in Belgium 
and progress in the achievement of production objectives in Belgium. 

It is understood that the Belgian Government may, to ensure the execution 
of its own defense procurement program, inform the United States Government 
that certain commodities are in short supply in Belgium, in which case the United 
States Government will abstain from placing contracts in Belgium for such 
commodities. Contracts in existence at the time of such notice will not be 
affected by such Belgian Government measure. 

In so far as feasible and appropriate, information relating to overall United 
States offshore procurement programs in Europe and individual requests for 
bids will be furnished in due time to the Belgian Government by the United 
States Government. 

Copies or abstracts of contracts signed with Belgian private contractors will 
be currently furnished the Belgian Government by the United States Govern- 
ment. 

ARTICLE 3. CONTRACT PLACEMENT BY PROCUREMENT OFFICERS 


It is understood that offshore procurement contracts will be placed and ad- 
ministered on behalf of the United States Government by procurement officers 
of the United States Military Departments. 


ARTICLE 4. PARTIES TO CONTRACTS 


United States procurement officers may: 
(1) contract directly with private contractors, including individuals, 
firms, or other legal entities, or 
(2) with the Belgian Government. 
It is the preference of the Belgian Government that the United States Gov- 
ernment contract directly with private contractors. 


ARTICLE 5. CONTRACT ASSISTANCE 


The Belgian Government will, upon request of the contracting officer, provide 
such technical information as is available to it for assistance in the selection of 
contractors and subcontractors and will lend its good offices to the United States 
Government and individual contractors, to the extent necessary and appropriate, 
to faciliate the administering and carrying out of offshore procurement contracts. 


ARTICLE 6. SUPPLY OF EQUIPMENT, MATERIALS, AND MANPOWER 


The Belgian Government will accord to offshore procurement contractors and 
their subcontractors priorities for securing equipment, materials, manpower 
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and services generally equal to those which are accorded contractors having 
similar types of contracts with the Belgian Government, provided that the 
normal and timely execution of the Belgian Government’s own defense procure- 
ment program be safeguarded, and that the Belgian Government be notified in 
due time of the requests of such priorities. 


ARTICLE 7. SECURITY 


Any security-classified or protected material, including information delivered 
by one Government to the other, will be treated by the recipient Government 
in the same manner as its own similarly protected material or information. 

Security-classified material of the United States Government needed by a 
private Belgian contractor will be delivered to the appropriate Ministry of the 
Belgian Government for transmittal to the contractor. Such material will, prior 
to transmittal, receive a security classification of the Belgian Government and 
be transmitted with the warning that its divulgation or improper use may sub- 
ject the person or persons involved to criminal prosecution. When requested 
by the contracting officer or other United States Government representative, the 
Belgian Government shall assist in establishing restricted areas according to 
Belgian laws and regulations. 

In order to ensure adequate protection of security-classified or protected in- 
formation and material, the appropriate Ministry of the Belgian Government 
will in special cases, upon request, conduct a security investigation of any 
prospective Belgian contractor for the United States Government in the same 
manner as such investigations are conducted in cases of defense procurement by 
the Belgian Government, and a recommendation resulting from such investiga- 
tion will be made to the United States Government. 

No charge will be made by the Belgian Government for services rendered 
pursuant to this clause. 

ARTICLE 8. INSPECTION 


Inspection of all materials, supplies, equipment and services procured by the 
United States in Belgium shall, insofar as feasible, be carried out by inspectors of 
the Belgian Government when so requested by the United States Government 
contracting officer. 

In such cases the Belgian Government will furnish the necessary materials and 
inspection equipment, as available, and its inspectors will conduct inspections in 
accordance with the Belgian Government administrative inspection procedures 
and according to such technical standards as are acceptable to the United States 
Government contracting officer, in order to determine whether the materials, 
supplies, or equipment are being produced in accordance with the specifications set 
forth in the contracts. 

Upon completion of such inspections, the Belgian Government inspectors will 
certify that their inspection has been so performed and that the products meet 
all specifications and other technical requirements of the contract. 

As a rule inspections shall not be duplicated. For verification purposes the 
United States Government representatives will be entitled to be present at all 
inspections performed by the Belgian Government inspectors and to examine the 
Belgian Government inspection records. United States Government representa- 
tives shall have the right to make special inspections and verifications. Such 
inspections will be made in company with Belgian Government inspectors provided 
they are available. Notice of these inspections will be given to the Belgian 
Government inspectors insofar as feasible at least forty-eight hours in advance. 
In case the Belgian Government inspectors cannot be present at such inspections, 
the United States Government representatives will send a full report to the 
Belgian Government inspectors. 

No charges will be made by the Belgian Government for inspection services 
and for tests performed in Belgian Government installations, except that, where 
special expenses are involved, the appropriate representatives of the two Govern- 
ments will consult regarding defrayment of such expenses prior to the signing of 
each contract. 

ARTICLE 9. CREDIT ARRANGEMENTS 


It is understood that the Belgian Government will assist administratively in 
providing Belgian contractors, producing for the United States Offshore Procure- 
ment Program, treatment concerning commercial credit facilities at least equal 
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to that accorded to Belgian business establishments producing for the defense or 
export program of Belgium. 


ARTICLE 10. LICENSES 


The Belgian Government will grant any necessary licenses, including exchange 
control, export and import licenses, required in connection with any United 
States offshore procurement contract placed in Belgium except for contracts in- 
volving commodities in short supply placed after the notification provided in 
Article 2. 

The Belgian Government will also facilitate, within the framework of its general 
policy, the granting of such licenses required in connection with offshore procure- 
ment contracts placed in other North Atlantic Treaty or European Defense 
Community countries, providing that the country concerned grants reciprocal 
treatment to Belgium in respect of offshore procurement contracts placed in 
Belgium. 

ARTICLE 11. TAXES 


The provisions of the Agreement between the United States of America and 
Belgium relating to relief from taxes and duties, concluded by exchange of notes 
signed at Brussels on March 18 and April 7, 1952, as well as the agreed pro- 
cedures which have been worked out thereunder by representatives of the two 
Governments, are applicable to this program. 

In contracts between the two Governments, the United States Government will 
be accorded at least the same exemptions from taxes and charges as those to 
which the Belgian Government is entitled under its own contracts with its 
suppliers. 

The two Governments may consult from time to time as the occasion arises 
regarding further implementation of the tax agreement. 


ARTICLE 12, STANDARD CONTRACT CLAUSE 


The Belgian Government understands that offshore procurement contracts be- 
tween the United States Government and either Belgian private contractors or 
the Belgian Government will contain such clauses as are required by United 
States laws. 

Insofar as authorized by United States laws and regulations, no provision for 
renegotiation of contracts under the Renegotiation Act of 1951 or examination 
of records under Public Law 245, 82d Congress, will be included in offshore pro- 
curement contracts placed in Belgium. In case of application by the United 
States Government of the clause of termination for the convenience of the United 
States Government, due compensation to the supplier, whether Government or 
private contractor, will be provided for in the terms of the contract. 

Standard clauses will be approved by the two Governments for use, as appro- 
priate, in contracts between them. Other clauses may be included in individual 
contracts. 

There will be no cost plus a percentage of cost contracts between the United 


States Government and either private contractors or the Belgian Government 
nor in subcontracts thereunder. 


ARTICLE 13. PROTECTION OF UNITED STATES PROPERTY AND PERSONNEL 


It is understod that any United States Government property furnished to a 
contractor or acquired through offshore procurement contracts in Belgium will 
be immune from legal process or seizure. Likewise, it is understood that the 
United States Government is protected against suits or other legal action in 
Belgium which may arise out of offshore procurement contracts. 

The privileges and immunities accorded MDAP personnel, as set forth in para- 
graphs (b) and (c) of Annex E to the Mutual Defense Assistance Agreement 
between the United States and Belgium, signed in Washington on January 27, 
1950, are applicable to procurement officers and their personnel who are United 
States nationals and whose names have been duly reported to the Belgian Govern- 
ment; provided that upon entry into force with respect to the United States of 
America and Belgium of the Agreement between the parties to the North Atlantic 
Treaty regarding the status of their forces and appendix thereto, signed in London 
on June 19, 1951, the status of contracting officers and other authorized procure- 
ment personnel will be reconsidered in the light of that Agreement or such other 
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pertinent Agreement as may be in force between the two Governments and such 
other considerations as may be appropriate. 


ARTICLE 14. REPORT OF SUBCON TRACTS 


On such contracts as are entered into between the United States Government 
and the Belgian Government, the Belgian Government will furnish to the United 
States contracting officers such information as may be requested regarding the 
placement by the Belgian Government of subcontracts and purchase orders under 
such government to government contracts. 


ARTICLE 15. PROFITS 


On offshore procurement contracts entered into between the United States 
yovernment and the Belgian Government, it is understood that no profits, in- 

cluding net gains resulting from fluctuations in exchange rates, will be made by 
the Belgian Government. The Belgian Government agrees to determine, prior 
to December 31, 1954, or on such later dates as may be mutually agreed upon by 
the two Governments, whether it has realized any such profit, in which event, or 
in the event that the United States Government prior to such date considers that 
such profit may have been realized, the Belgian Government agrees that it will 
enter into conversations with the United States Government for the purpose of 
determining the existence and the amount of such profit. During these conver- 
sations the United States Government shall have access to such documents and 
accounting data as may be necessary to determine the facts. 

In the computation of profits hereunder, the contracts shall be taken collectively 
and allowances will be made for the increase in costs to the Belgian Government 
which may have arisen out of the contracts due to a fluctuation of exchange rates. 
If as a result of conversations between the two Governments it is established that 
a profit has been realized by the Belgian Government, the latter shall refund the 
amount of such profit to the United States Government under arrangements and 
procedures to be agreed upon between the two Governments. 


ARTICLE 16. RATIFICATION AND ENTRY INTO FORCE 


This Agreement shall come into force at the moment the Belgian Government 
has notified the United States Government of ratification by Belgium. 

In witness whereof the representatives of the two Governments, duly author- 
ized for the purpose, have signed this Agreement. 

Done at Brussels, in duplicate, in the English and French languages, both 
texts being equally authentic, this 2d day of September 1953. 
FoR THE UNITED STATES OF AMERICA, For BELGIUM, 

F. M. Acer, JR. PAUL VAN ZEELAND 


AMERICAN EMBASSY, 
No. 209 Brussels, September 2, 1953 
His ExcELLENCY PAUL VAN ZEELAND, 
Minister for Foreign Affairs, Brussels. 
EXcCELLENCY: I have the honor to set forth below my Government’s under- 
standing of certain points agreed on during the negotiations leading to the signa- 


ture on this date of the Agreement between the United States of America and 
Belgium relating to Offshore Procurement : 


Re Article 1: 


In accordance with the understanding expressed in paragraph 2 of Article 1 
that the United States Government intends to conduct the Offshore Procurement 
Program in accordance with relevant United States legislation and furtherance 
of the principles set forth in United States statutes, it is understood that in order 
to carry out this intention the Embassy of the United States of America may 
from time to time submit the names of certain firms and individuals who have 
acted contrary to mutual security interests of our two countries and that no 
contracts or subcontracts will be awarded to these firms and individuals under 
the Offshore Procurement Program. 


Re Article 2: 
The Administration Belge de Coopération Economique is the administrative 
office of the Belgian Government to which the United States Government will 
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furnish the information mentioned in Article 2 and in other Articles of the 
Agreement. 
Re Article 7 

It is understood that while Article 7 provides for certain security arrange- 
ments and safeguards for classified material and information made available 
by the United States Government to the Belgian Government under the Off- 
shore Procurement Program, nothing therein is to be construed as affecting the 
obligations with respect to security which the two Governments have assumed 
as parties to the NATO Agreement on Security set forth in Annex A to NATO 
document D. C. 2/7 (Final), dated April 8, 1952. 

The Belgian Government is also promoting legislation which will provide 
greater security in all important matters relating to the mutual defense of 
Belgium and the countries with which Belgium has defense agreements. 

The Belgian Government is of the opinion that provisions for the establish- 
ment of restricted areas required in eonnection with the manufacture of ma- 
terials for defense which need special protection should normally be included 
in the contracts made between procurement officers and suppliers. 


Re Article 8 


In connection with this Article, the expression “inspection” in the English 
text as well as in the French text includes all procedures of examination during 
and after manufacture and prior to acceptance required for verification of com- 
pliance with specifications. 

It is understood that individual agreements concerning inspection will be 
concluded for each contract or series of contracts. These agreements will set 
forth special conditions relating to inspection and determine in particular the 
division of cost between the two Governments, the principles laid down in 
Article 8 being in all cases respected. 


Re Article 12 


The Belgian Government has no law similar to the United States Renegoti- 
ation Act of 1951 authorizing the recoupment of excess profits. 


Re Article 18 


The Belgian Government is promoting legislation in support of the provisions 
contained in Article 13 of the Agreement. 


Re Article 15 


Nothing in Article 15 is to be construed as affecting in any way such profit 
refunding provisions as may be contained in individual offshore procurement 
contracts between the two Governments. 

My Government also understands that by an exchange of notes dated June 
18, 1953 a special regime regarding Belgian export licenses has been agreed 
upon for goods delivered in the BLEU to the United States Government under 
offshore procurement contracts. By means of this special regime, the Belgian 
Government relieves United States officers from any obligation to obtain export 
licenses for such offshore procurement goods. Since satisfaction has been given 
in this connection, the United States Government agrees to make all payments 
under offshore procurement contracts in dollars or in francs bought for dollars 
from the National Bank of Belgium. Moreover, the United States Government 
agrees that payment for goods delivered by the BLEU under offshore procure- 
ment contracts shall be made by check, payable to the National Bank of Bel- 
gium, bearing the indication of the name of the supplier as the beneficiary. It 
is understood, however, that the United States Government reserves the right 
to consult with the Belgian Government concerning alternative means of effect- 
ing offshore procurement payments in the event that future developments should 
indicate the desirability of reexamining the method of payment. 

If your understanding of these points conforms to mine, I shall be most 
appreciative if you will be good enough to send me a note to that effect. My 
Government will consider that my note and your reply constitute an Agreement 
between our two Governments, eflective on the date on which the Agreement 
between the United States of America and Belgium relating to Offshore Pro- 
curement comes into force. 

Please accept, Excellency, the renewed assurances of my highest consid- 
eration. 

F. M. ALGer, Jr. 
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Cover SHEET 


RL RRIIIIIO I DID’, nnsisisscs saisocbbatcchaoeniesnmmaneearunen 
NEGOTIATED CoNTRACT For the Procurement of Supplies, Services, and Materials in 
Belgium 
This contract is entered into pursuant to the provisions of Section 2 (c) (1) of 
the Armed Services Procurement Act of 1947, as amended (41 U. S. Code 151 
et seq.) and other applicable law. 
UN © I i in saepeemuaeninnniosendin aiepine-otaencberm 
eG ERIE ois ab an dscns dete bcc candi anseacnacesa aoc pa enieens An pati gee eames tka 
I i a at 
PAYMENT: to be made in United States Dollars 


This Contract is entered into this ____.__--__ RO I oid tench ptneiptene ye ons 19 
by and between the United States of America (hereinafter called the United 
States Government) represented by the Contracting Officer executing this con- 
tract and the Government of Belgium (hereinafter called the Belgian Govern- 
weetel,) renrenetibed U9 isk cessed nh nb hhc cesie dnote nddheneneneemnnbee 

This contract is executed subject to the agreement and conditions included in 
Agreement between the United States Government and the Belgian Government 
relating to Offshore Procurement dated September 2, 1953. 

The parties hereto agree that the Belgian Government shall furnish and deliver 
all of the supplies and perform all the services set forth in the Schedule for the 
consideration stated therein. 





SCHEDULE 
a ; A, i daiataleee se 
Supplies or Quantity Unit Price Amount 
Item No. Services (Number of | Unit Excl Taxes* | Excl Taxes* 
| 


Units) | 
} 





ToTaL CONTRACT 
Price Exct TAxeEs*: 

*See Clause 8 of General Provisions. 
AE Form 382B (May 54) AGL (1) 8-54-2M-38475 


GENERAL PROVISIONS 
1. Definitions 


As used throughout this contract the following terms shall have the meanings 
set forth below: 

(a) The term “Secretary” means the Secretary, the Under-Secretary, or any 
Assistant Secretary of the United States Military Department concerned; and 
the term “his duly authorized representative” means any person or persons (other 
than the Contracting Officer) authorized to act for the Secretary. 

(b) The term “Contracting Officer” means the person executing this contract 
on behalf of the United States Government, and any other officer or civilian 
employee who is properly designated Contracting Officer ; and the term includes, 
except as otherwise provided in this contract, the authorized representative of a 
Contracting Officer acting within the limits of his authority. 

(c) The term “United States Government” means the United States of America. 

(d) The term “Belgian Government” means the Government of Belgium or 
any officer duly authorized to act on behalf of the Belgian Government in relation 
to this contract. 

(e) Except as otherwise provided in this contract, the term “subcontracts” 
means any agreement, contract, subcontract, or purchase order made by the 
Belgian Government with any contractor in fulfillment of any part of this 
ee and any agreements, contracts, subcontracts or purchase orders there- 
under. 
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2. Changes 


The Contracting Officer may at any time, by a written order make changes, 
within the general scope of this contract, in any one or more of the following: 
(i) Drawings, designs, or specifications, where the supplies to be furnished 
are to be specifically manufactured for the United States Government in 
accordance therewith ; 
(ii) Method of shipment or packing; and 
(iii) Place of delivery. 

If any such change causes an increase or decrease in the cost of, or the time 
required for, performance of this contract an equitable adjustment shall be made 
in the contract price or delivery schedule, or both, and the contract shall be 
modified in writing accordingly. Any claim by the Belgian Government for 
adjustment under this clause must be asserted within thirty days from the 
date of receipt by the Belgian Government of the notification of change or such 
later date as may be mutually agreed; provided, however, that the Contracting 
Officer, if he decides that the facts justify such action, may receive and act 
upon any such claim asserted at any time prior to final payment under this con- 
tract. Nothing in this clause shall excuse the Belgian Government from proceed- 
ing with the contract as changed; provided, however, that any such change must 
be within the ability of the Belgian Government to perform. 


3. Extras 


Except as otherwise provided in this contract, no payment for extras shall be 
made unless such extras and the price therefor have been authorized in writing 
by the Contracting Officer. 


4. Variation in quantity 


No variation in the quantity of any item called for by this contract will be 
accepted unless such variation has been caused by conditions of loading, shipping, 
or packing, or allowances in manufacturing processes, and then only to the 
extent, if any, specified elsewhere in this contract. 


5. Inspection 


(a) Adequate inspection and test of all supplies (which term throughout this 
clause includes without limitation raw materials, components, intermediate 
assemblies, and end products) to insure conformity with drawings, designs and 
specifications of the contract shall be effected by the Belgian Government. 

(b) The Belgian Government will furnish a certificate or certificates stating 
that the inspection has been made and that all supplies, services or materials 
covered by the certificate meet all requirements of the schedules, drawings, 
designs and specifications of the contract. 

(ec) United States Government representatives shall have the right to verify 
the certifications and to verify that (1) the end items conform to standards and 
to drawings, designs and specifications and (2) the quantity of end items specified 
is delivered. United States representatives will notify the appropriate Belgian 
Government representatives when they intend to conduct inspections and such 
inspections will, insofar as feasible, be conducted promptly. 

(d) In case any supplies or lots of supplies are defective in material or work- 
manship or otherwise not in conformity with the requirements of this contract, 
the United States Government shall have the right to either reject them (with or 
without instructions as to their disposition) or to require their correction. Sup- 
plies or lots of supplies which have been rejected or required to be corrected shall 
be removed or corrected in place, as requested by the Contracting Officer, without 
any charge to the United States Government, promptly after notice, and shall 
not again be tendered for acceptance unless the former tender and either the 
jection or requirement for correction is disclosed. 

(1) The Belgian Government will provide and require their contractors and 
subcontractors to provide to the United States Government inspectors, without 
additional charge to the United States Government, reasonable facilities and 
assistance for the safety and convenience of the United States Government rep- 
resentatives in the performance of their duties. Final acceptance or rejection of 
the supplies shall be made as promptly as practicable after delivery, except as 
otherwise provided in this contract; but failure to inspect and accept or reject 
supplies shall neither relieve the Belgian Government from responsibility for 
such supplies as are not in accordance with the contract requirements nor impose 
liability on the United States Government therefor. 

(2) The inspection and test by the United States Government of any supplies 
or lots thereof does not relieve the Belgian Government from any responsibility 
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regarding defects or other failures to meet the contract requirements which may 
be discovered prior to final acceptance. Except as otherwise provided in this 
contract, final acceptance shall be conclusive except as regards latent defects. 

(e) The Belgian Government shall provide and maintain a satisfactory in- 
spection system covering the supplies hereunder. Records of all inspection work 
by the Belgian Government shall be kept complete and available to the United 
States Government during the performance of this contract. and for such longer 
period as may be specified elsewhere in this contract. 
6. Responsibility for supplies 

Except as otherwise provided in this contract, (1) the Belgian Government 
shall be responsible for the supplies covered by this contract until they are 
delivered at the designated delivery point, regardless of the point of inspection ; 
and (2) the Belgian Government shall bear all risks as to rejected supplies after 
notice of rejection. 


7. Termination 


(a) The performance of work under this contract may be terminated by the 
United States Government in accordance with this clause in whole, or, from time 
to time, in part, whenever the Contracting Officer, after consultation with the 
appropriate Belgian Government representatives, shall determine that such 
termination is in the best interests of the United States Government. Any such 
termination shall be effected by delivery to the Belgian Government of a Notice 
of Termination specifying to the extent to which performance of work under 
the contract is terminated, and the date upon which such termination becomes 
effective. 

(b) After receipt of a Notice of Termination, and except as otherwise directed 
by the Contracting Officer, the Belgian Government shall (1) stop work under 
the contract on the date and to the extent specified in the Notice of Termination ; 
(2) place no further orders or subcontracts for materials, services, or facilities 
except as may be necessary for completion of such portion of the work under the 
eontract as is not terminated; (3) terminate all orders and subcontracts to the 
extent that they relate to the performance of work terminated by the Notice of 
Termination; (4) assign to the United States Government, in the manner, at the 
times, and to the extent directed by the Contracting Officer, all of the right, title, 
and interest of the Belgian Government under the orders and subcontracts so 
terminated; (5) settle all outstanding liabilities and all claims arising out of 
such termination of orders and subcontracts, with the approval or ratification of 
the Contracting Officer to the extent he may require, which approval or ratification 
shall be final for all the purposes of this clause; (6) transfer title and deliver to 
the United States Government, in the manner, at the times, and to the extent, 
if any, directed by the Contracting Officer, (i) the fabricated or unfabricated 
parts, work in process, completed work, supplies, and other material produced 
as a part of, or acquired in connection with the performance of, the work ter- 
minated by the Notice of Termination, and (ii) the completed or partialiy com- 
pleted plans, drawings, information, and other property which, if the contract 
had been completed, would have been required to be furnished to the United 
States Government; (7) use its best effort to sell, in the manner, at the times, to 
the extent, and at the price or prices directed or authorized by the Contracting 
Officer, any property of the types referred to in provision (6) of this paragraph, 
provided, however, that the Belgian Government (i) shall not be required to 
extend credit to any purchaser, and (ii) may acquire any such property under 
the conditions prescribed by and at a price or prices approved by the Contracting 
Officer and provided further that the proceeds of any such transfer or disposition 
shall be applied in reduction of any payments to be made by the United States 
Government to the Belgian Government under this contract or shall otherwise 
be credited to the price or cost of the work covered by this contract or paid in 
such other manner as the Contracting Officer may direct; (8) complete perform- 
ance of such part of the work shall not have been terminated by the Notice of Ter- 
mination; and (9) take such action as may be necessary, or as the Contracting 
Officer may direct, for the protection and preservation of the property related 
to this contract which is in the possession of the Belgian Government and in 
which the United States Government has or may acquire an interest. At any 
time after expiration of the plant clearance period, as defined in Section VIII, 
Armed Services Procurement Regulation, as it may be amended from time to 
time, the Belgian Government may submit to the Contracting Officer a list, 
certified as to quantity and quality, of any or all items of termination inventory 
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not previously disposed of, exclusively of items the disposition of which has been 
directed or authorized by the Contracting Officer, and may request the United 
States Government to remove such items or enter into a storage agreement 
covering them. Not later than fifteen (15) days thereafter, the United States 
Government will accept title to such items and remove them or enter into a 
storage agreement covering the same, provided that the list submitted shall 
be subject to verification by the Contracting Officer upon removal of the items, or 
if the items are stored, within forty-five (45) days from the date of submission 
of the list, and any necessary adjustment to correct the list as submitted shall 
be made prior to final settlement. 

(c) After receipt of a Notice of Termination, the Belgian Government shall 
submit to the Contracting Officer its termination claim, in the form and with 
the certification prescribed by the Contracting Officer. Such claim shall be 
submitted promptly but in no event later than two years from the effective 
date of termination, unless one or more extensions in writing are granted by 
the Contracting Officer, upon request of the Belgian Government made in writing 
within such two-year period or authorized extension thereof. However, if 
the Contracting Officer determines that the facts justify such action, he may 
receive and act upon any such termination claim at any time after such two- 
year period or any extension thereof. Upon failure of the Belgian Govern- 
ment to submit its termination claim within the time allowed, the Contracting 
Officer may deteriine, on the basis of information available to him, the amount, 
if any, due to the Belgian Government by reason of the termination and shall 
thereupon pay to the Belgian Government the amount so determined. 

(d) Subject to the provisions of paragraph (c), the Belgian Government 
and the Contracting Officer may agree upon the whole or any part of the amount 
or amounts to be paid to the Belgian Government by reason of the total or 
partial termination of work pursuant to this clause. The contract shall be 
amended accordingly, and the Belgian Government shall be paid the agreed 
amount. 

(e) Any determination of costs under paragraph (c) hereof shall be governed 
by the Statement of Principles of Consideration of Costs set forth in Part 4 
of Section VIII of the Armed Services Procurement Regulation, as in effect on 
the date of this contract. 

(f) In arriving at the amount due the Belgian Government under this clause 
there shali be deducted (1) all unliquidated payments on account theretofore 
made to the Belgian Government, (2) any claim which the United States Gov- 
ernment may have against the Belgian Government in connection with this 
contract, and (3) the agreed price for, or the proceeds of sale of, any materials, 
supplies, or other things acquired by the Belgian Government or sold, pursuant to 
the provisions of this clause, and not otherwise recovered by or credited to the 
United States Government. 

(g) If the termination hereunder be partial, prior to the settlement of the 
terminated portion of this contract, the Belgian Government may file with 
the Contracting Officer a request in writing for an equitable adjustment of the 
price or prices specified in the contract relating to the continued portion of the 
contract (the portion not terminated by the Notice of Termination) and such 
equitable adjustment as may be agreed upon shall be made in such price or prices. 

(h) Upon notification to the United States Government by the Belgian Govy- 
ernment that the Belgian Government is precluded from performing the con- 
tract in accordance with its terms and conditions due to circumstances beyond 
its control the two Governments will consult with a view toward negotiating an 
amendment to this contract. If the two Governments cannot agree to an amend- 
ment extending the time of performance or otherwise modifying the contract 
so as to enabie the Belgian Government to perform it, the United States Gov- 
ernment may terminate this contract by reason of the inability of the Belgian 
Government to perform it. Such termination shall be without cost to the 
United States Government and without liability of either Government to the other ; 
provided that the parties hereto may agree upon the transfer to the United States 
Government of any or all of the property of the types referred to in paragraph 
(b) (6) above, in which event the United States Government will pay to the 
Belgian Government (i) the price provided in the contract for items com- 
pleted in accordance with the contract requirements, and (ii) a price mutually 
agreed upon for other items. 

(i) Unless otherwise provided for in this contract, or by applicable statute, 
the Belgian Government, from the effective date of termination and for a period 
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of five years after final settlement under this contract, shall preserve and 
make available to the United States Government at all reasonable times at 
the office of the Belgian Government but without direct charge to the United 
States Government, all its books, records, documents, and other evidence bear- 
ing on the costs and expenses of the Belgian Government under this contract 
and relating to the work terminated hereunder, or, to the extent approved by 
the Contracting Officer, photographs, micro-photographs, or other authentic 
reproductions thereof. 


8. Taxes 


(a) The contract price, including the prices in subcontracts hereunder, do 
not include any tax or duty which the United States Government and the Bel- 
gian Government have agreed shall not be applicable to expenditures in Bel- 
gium by the United States Government, or any other tax or duty not applicable 
to this contract under the laws of Belgium. If any such tax or duty has been 
included in the contract prices through error or otherwise, the contract prices 
shall be corresponding reduced. 

(b) The Belgian Government further agrees that no taxes or duties are in- 
cluded in the contract prices from which it may claim an exemption; and that 
no tax will be applied on the delivery to the United States Government of the 
supplies, services or materials called for under this contract. 

(c) If, after the contract date, the United States Government and the Belgian 
Government shall agree that any tax or duty included in the contract prices 
shall not be applicable to expenditures in Belgium by the United States Govern- 
ment, the contract prices shall be reduced accordingly. 

(d) The Belgian Government, in placing subcontracts hereunder, will include 
a clause therein indicating that such subcontracts are being placed for the 
United States Government and thus are exempted from those taxes covered by 
the Tax Agreement between the two Governments of April 7, 1952. 


9. Subcontracting 


(a) The Belgian Government undertakes that in any subcontract made in con- 
nection with this contract they will employ the same procurement methods and 
procedures as they employ in contracting for their own requirements. 

(b) The Belgian Government agrees to indemnify and save harmless the 
United States Government against all claims and suits of whatsoever nature 
arising under or incidental to the performance of this contract, by any sub- 
contractor against the Belgian Government or the United States Government. 


10. Payments 


The Belgian Government shall be paid, upon the submission of properly cer- 
tified invoices or vouchers, the prices stipulated herein for supplies delivered and 
accepted or services rendered and accepted, less deductions, if any, as herein 
provided. Unless otherwise specified, payment will be made on partial deliveries 
accepted by the United States Government when the amount due on such de- 
liveries So warrants; or, when requested by the Belgian Government, payment 
for accepted partial deliveries shall be made whenever such payments would 
equal or exceed either $1,000 or 50% of the total amount of this contract. 


11. United States officials not to benefit 


No member of or delegate to Congress of the United States, or resident com- 
missioner of the United States shall be admitted to any share or part of this 
contract, or to any benefit that may arise therefrom; but this provision shall 
not be construed to extend to this contract if made with a corporation for its 
general benefit. 


12. Covenant against contingent fees 


The Belgian Government warrants that no person or selling agency has been 
employed or retained to solicit or secure this contract upon an agreement or 
understanding for a commission, percentage, brokerage, or contingent fee, ex- 
cepting bona fide employees or bona fide established commercial or selling agencies 
maintained by the Belgian Government for the purpose of securing business. 
For breach or violation of this warranty the United States Government shall 
have the right to annul this contract without liability or in its discretion to de- 
duct from the contract price or consideration the full amount of such com- 
mission, percentage, brokerage, or contingent fee. 
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13. Gratuities 


The Belgian Government agrees to apply to this contract the provisions em- 
bodied in Section 631 of Public Law 179 and Section 629 of Public Law 488, 
82nd Congress of the United States and like provisions embodied in subsequent 
United States appropriation acts. 

14. Filing of patent applications 

While and so long as the subject matter of this contract is classified security 
information, the Belgian Government agrees that it will not file, or cause to be 
filed, an application or registration for patent disclosing any of said subject 
matter without first referring the proposed application or registration to the 
Contracting Officer for determination as to whether, for reasons of security, 
permission to file such application or registration should be denied, or whether 
such application may be filed on conditions imposed by the Contracting Officer. 


15. Copyright 


(a) The Belgian Government agrees to and does hereby grant to the United 
States Government, and to its officers, agents and employees acting within the 
scope of their official duties, (i) a royalty-free, nonexclusive and irrevocable 
license to publish, translate, reproduce, deliver, perform, use, and dispose of, 
and to authorize, in behalf of the United States Government or in the furtherance 
of mutual defense, others so to do, all copyrightable material first produced or 
composed and delivered to the United States Government under this contract 
by the Belgian Government, its employees or any individual or concern specifically 
employed or assigned to originate and prepare such material; and (ii). a license 
as aforesaid under any and all copyrighted or copyrightable work not first pro- 
duced or composed by the Belgian Government in the performance of this contract 
but which is incorporated in the material furnished under the contract, provided 
that such licenses hall be only to the extent that the Belgian Government now 
has or pror to completion of final settlement of this contract may acquire, the 
right to grant such license without becoming liable to pay compensation to others 
solely because of such grant. 

(b) The Belgian Government agrees that it will exert all reasonable effort to 
advise the Contracting Officer, at the time of delivering any copyrightable or 
copyrighted work furnished under this contract, of any adversely held copyrighted 
or copyrightable material incorporated in any such work and of any invasion 
of the right of privacy therein contained. 

(c) The Belgian Government agrees to report to the Contracting Officer, 
promptly and in reasonable written detail, any notice or claim of copyright 
infringement received by the Belgian Government with respect to any material 
delivered under this contract. 


16. Guaranty 


The Belgian Government undertakes that the benefit of any guarantee obtained 
in respect of any subcontract shall be passed on to the United States Government. 
17. Security 

Any materials, documents, designs, drawings, or specifications delivered by the 
United States Government to the Belgian Government and any materials, docu- 
ments, designs, drawings, specifications, or supplies delivered by the Belgian 
Government to the United States Government in the performance of this contract, 
which are classified by the originating Government as “Top Secret’, “Secret”, 
“Confidential” or “Restricted”, shall be given a security classification by the 
recipient Government which will afford to the material substantially the same 
degree of security as that afforded by the originating Government and shall be 
treated by the recipient Government as its own classified material of that security 
grading. 

The recipient Government will not use such material including information 
or permit it to be used, for other than military purposes and will not disclose such 
material, or permit it to be disclosed, to another nation without the consent of the 
originating Government. 

The recipient Government will, upon request, give to the originating Govern- 
ment an acknowledgment of receipt in writing for any such classified material. 

The recipient Government agrees to include appropriate provisions covering 
military security material including information in all subcontracts hereunder. 
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18. Technical information 


The Belgian Government agrees that the United States Government shall have 
the right to duplicate, use and disclose, in behalf of the United States Govern- 
ment or in the furtherance of mutual defenses, all or any part of the reports, 
drawings, blueprints, data, and technical information, specified to be delivered 
by the Belgian Government to the United States Government under this contract. 


19. Assignment of claims 


No claim arising under this contract shall be assigned by the Belgian Govern- 
ment except as follows: 

(a) Pursuant to the provisions of the Assignment of Claims Act of 1940 as 
amended (31 U. 8S. Code 208, 41 U. S. Code 15), if this contract provides for 
payments aggregating $1,000 or more, claims for moneys due or to become due 
the Belgian Government from the United States Government under this contract 
may be assigned to a bank, trust company, or other financing institution, including 
any Federal lending agency, and may thereafter be further assigned and 
reassigned to any such institution. Any such assignment or reassignment shall 
cover all amounts payable under this contract and not already paid, and shall 
not be made to more than one party, except that any such assignment or reassign- 
ment may be made to one party as agent or trustee for two or more parties 
participating in such fimancing. 

(b) In no event shall copies of this contract or of any plans, specifications, 
or other similar documents relating to work under this contract, if marked “Top 
Secret’, “Secret”, “Confidential”, or “Restricted” be furnished to any assignee 
of any claim arising under this contract or to any other person not entitled to 
receive the same; provided, that a copy of any part or all of this contract so 
marked may be furnished, or any information contained therein may be disclosed 
to such assignee upon the prior written authorization of the Contracting Officer. 


20. Labor relations and standards 


The provisions of this contract and the performance hereunder shall be subject 
to and in accordance with the laws of the Belgian Government and any political 
subdivision thereof, from time to time in effect, which govern the hours, wages, 
labor relations (including collective bargaining), workman’s compensation, 
working conditions, and other matters pertaining to labor. 


21. Reporting of royalties 


If this contract is in an amount which exceeds $10,000 the Belgian Government 
agrees to report in writing to the Contracting Officer during the performance of 
this contract the amount of royalties paid or to be paid by it directly to others 
in the performance of this contract. The Belgian Government further agrees 
(i) to furnish in writing any additional information relating to such royalties 
as may be requested by the Contracting Officer, and (ii) to insert a provision 
similar to this clause in any subcontract hereunder which involves an amount in 
excess of the equivalent of ten thousand United States dollars. 

22. Examination of records 

The following clause is applicable only to the extent exemption is not permis- 
sible under the laws of the United States: 

(a) The Belgian Government agrees that the Comptroller General of the 
United States or any of his duly authorized representatives shall, until the 
expiration of three years after final payment under this contract, have access 
to and the right to examine any directly pertinent books, documents, papers, and 
records of the Belgian Government involving transactions related to this 
contract. 

(b) The Belgian Government further agrees to include in all its subcontracts 
hereunder a provision to the effect that the subcontractor agrees that the Comp- 
troller General of the United States or any of his duly authorized representatives 
shall, until the expiration of three years after final payment under this contract 
with the United States Government, have access to and the right to examine any 
directly pertinent books, documents, papers, and records of such subcontractor 
involving transactions related to the subcontract. The term “subcontract” as 
used in this clause excludes (i) purchase orders not exceeding $1,000 and (ii) 
subcontracts or purchase orders for public utility services at rates established 
for uniform applicability to the general public. 
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SIGNATURE SHEET 


The rights and obligations of the parties to this contract shall be subject to 
and governed by the Cover Sheet, the Schedule consisting of ..____ numbered 
pages, the General Provisions consisting of 6 numbered pages and this Signature 
Sheet. To the extent of any inconsistency between the Schedule or the General 
Provisions, and any specifications or other provisions which are made a part 
of this contract by reference or otherwise, the Schedule and the General Pro- 
visions shall control. To the extent of any inconsistency between the Schedule 
and the General Provisions, the Schedule shall control. To the extent of any 
inconsistency between this Contract and the Agreement dated September 2, 1953, 
the Agreement shall control. It is agreed that quotations and/or conversations 
leading up to and during the negotiations of this contract have been consummated 
by signing this contract which, together with the Agreement dated September 2, 
1953, constitute the entire agreement between the parties hereto. The provisions 
of this contract shall be interpreted on the basis of the laws of the United States 
and the English language version of the contract. 

In WITNESS WHEREOF, the parties hereto have executed this contract as of the 
day and year first above written. 


BELGIUM THE UNITED STATES OF AMERICA 
IOI, ven acemcnemabapmceceakntaedie andes Made k-neka FOG note cernneicnindade det caantnneleigtnee a eeatagemetde 
Til * Qh Clie) Get iyen FI Tits (Contracting Officer) 
Tite reeks, 1 RRR Mie coe a Ai ch ts Se I realy oh my 
De ick cc dete. sabi adsciddieecmiies 
HEADQUARTERS, UNITED STATES ARMY, EUROPE 

PROCUREMENT CIRCULAR APO 403 
NUMBER 23 15 November 1954 


CONTRACTING IN THE NETHERLANDS 


1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in the Netherlands with appro- 
priated dollar funds, except such procurement activities as may’ be exempted 
specifically. 

2. Purpose.—The purpose of this circular is to: 

a. Make available, for information and guidance, a copy of the Memorandum 
of Understanding between the Government of the United States of America and 
the Kingdom of the Netherlands Relating to Offshore Procurement, 7 May 1954 
(Annex A). 

b. Prescribe the contract forms to be used in the Netherlands. 

3. Memorandum of Understanding—a. The Memorandum of Understanding 
sets forth certain principles and policies which the two governments have agreed 
will govern the contracts, regardless of the amount involved and the source of 
appropriated dollar funds used, placed by the US Government with the Nether- 
lands Government or direct with individuals, firms, or other legal entities in the 
Netherlands. 

b. The Memorandum of Understanding contains principles and policies relating 
to intergovernmental coordination ; contract placement; parties to contracts; con- 
tract assistance; supply of equipment, materials, and manpower; security; in- 
spection ; credit arrangements; licenses; taxes; standard contract clauses; pro- 
tection of US property and personnel; destination of end items; contract terms; 
reporting of subcontracts ; and refunding of profits. 

4. Government-to-Government Contracts.—a. In negotiating contracts with the 
Netherlands Government, contracting officers will be guided by applicable prin- 
ciples enunciated in the Memorandum of Understanding. 

b. Standard clauses have been approved by the two governments for use, as 
appropriate, in contracts between them. These clauses have been used to prepare 
the contract form (Annex B). This form will be used in making fixed-price 
supply or service contracts with the Netherlands Government, regardless of the 
amount involved and the source of appropriated dollar funds used. Deletions or 
deviations are not authorized without the prior approval of the Assistant Chief 
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of Staff, G-4, USAREUR (Chief, Proc Br), except as may be prescribed herein 
or by the provisions of current directives. 

ce. The contract form referred to in b, above, consists of : 

(1) Cover Sheet, AE Form 381 A. 

(2) Schedule, AE Form 381 B. 

(3) General Provisions, AE Form 381 C. 

(4) Signature Sheet, AE Form 381 D. 

d. Additions, deletions, and deviations in the contract form (b, above) are 
prescribed as follows: 

(1) The Renegotiation clause prescribed by the provisions of current direc- 
tives will not be added to government-to-government contracts, regardless of 
the amount involved and the source of appropriated dollar funds used. 

(2) Clause 22—Examination of Records of the General Provisions (AE 
Form 381 C) may be deleted under the circumstances set forth in USAREUR 
Procurement Circular 16, 1953. 

e. Other contract clauses may be added to the contract form referred to in b, 
above, as required by Armed Services Procurement Regulation, Army Procure- 
ment Procedure, and other current directives. Contracting officers are author- 
ized to include such additional clauses as they deem necessary, provided that 
such clauses are not inconsistent with the General Provisions (AE Form 381 C) 
or with Armed Services Procurement Regulation, Army Procurement Procedure, 
and other current directives. 

f. When it is desired to enter into government-to-government contracts with 
the Netherlands Government for other than supplies or services on a fixed-price 
basis, the fixed-price supply or service contract form referred to in b, above, will 
be used as a guide in the preparation of the proposed contracts. Prior to solici- 
tation, contracting officers will submit proposed contracts to the Assistant Chief 
of Staff, G-4, USAREUR (Attn: Chief, Proc Br), for approval. 

g. Each US-Netherlands government-to-government contract will be executed 
subject to the relevant provisions of the Memorandum of Understanding and, 
consequently, the provisions of the memorandum will be incorporated in the con- 
tract by reference and will become a part of the contract. In the interest of ad- 
ministrative economy, the memorandum need not. be attached to the contract. 
The original Memorandum of Understanding is available in the National Archives 
of the United States in Washington, D. C. 

h. For the purpose of this circular, government-to-government contracts are 
defined as those contracts signed by a Netherlands government official for, and 
on behalf of, the Netherlands Government. 

5. Government-to-Other than Government Contracts.—In negotiating contracts 
in the Netherlands with legal entities other than the Netherlands Government, 
contracting officers will utilize contract forms and clauses prescribed by Armed 
Services Procurement Regulation, Army Procurement Procedure, and other 
current directives. 

6. Local Reproduction.—a. If additional copies of the Memorandum of Under- 
standing (Annex A) are required, authority is granted to reproduce them 
locally. The memorandum is not stocked by the USAREUR Adjutant General 
Publications and Records Center, 7879th Army Unit. 

b. The government-to-government contract form (Annex B) is available by 
requisition on the USAREUR Adjutant General Publications and Records Center, 
7879th Army Unit, and may not be reproduced locally, unless specifically author- 
ized by the Adjutant General, USAREUR. 

7. Limitation on Dissemination.—The Memorandum of Understanding and the 
contract form represent the result of private negotiations between two gov- 
ernments and, as such, will not be revealed to other foreign governments or 
nationals thereof. 

8. Inability to Procure—When the contracting officer is unable to effect pro- 
curement because of the requirements of this circular, the facts will be submitted, 
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through channels, to the Assistant Chief of Staff, G-4, USAREUR (Attn: Chief, 
Proce Br). 


[AG 400.12 GLD—Hoid Mil 7891] 
By COMMAND OF GENERAL HOGE: 


OFFICIAL: 
Bruce EASLEY, Jr., C. B. FRENENBAUGH, 
Brigadier General, USA, Major General, GS 
Adjutant General. Chief of Staff. 
[SEAL] 


DISTRIBUTION : Special. 
ANNEX A 


MEMORANDUM OF UNDERSTANDING BETWEEN THE UNITED STATES AND THE NETHER- 
LANDS GOVERNMENT RELATING TO OFFSHORE PROCUREMENT 


This memorandum sets forth certain principles and policies which the Nether- 
lands Government and the Government of the United States have agreed will 
govern the United States Offshore Procurement Program in the Netherlands. 


1. Scope and purpose of the offshore procurement program 


It is the intent of the United States Government under the offshore procure- 
ment program to conduct a program of military procurement in countries partici- 
pating in the Mutual Security Program of those types of materials, services, 
supplies and equipment appropriate for United States military procurement and 
required either for the mutual security military aid program or for the direct 
use of United States Forces. The extent of this program in the Netherlands 
is dependent upon the ability of the United States Government to place contracts 
at reasonable prices and with satisfactory delivery dates. It is intended that the 
earrying out of this program will materially contribute to the combines defense 
productive capacity of the nations which are members of the North Atlantic 
Treaty Organization and the European Defense Community and will at the same 
time provide a means for increasing the dollar earnings of these countries. 

The United States Government will conduct the offshore procurement program 
in accordance with the laws of the United States governing military procurement 
and the Mutual Security Program. It is also the intent of the United States 
that the offshore procurement program shall be carried out in the Netherlands in 
furtherance of the principles set forth in Section 516 (A) of the Mutual Security 
Act of 1951, as amended, the Mutual Defense Assistance Control Act of 1951, 
and Article II (3) of the Economic Cooperation Agreement between the Nether- 
lands Government and the Government of the United States of America signed in 
The Hague on July 2, 1948, as amended. 


2. Intergovernmental coordination 


The procurement program of the United States Government of military items 
in the Netherlands will be coordinated with the defense program of the Nether- 
lands Government as it develops. Appropriate officials of the two governments 
will consult together on a continuing basis to study production problems and 
the carrying out of recommendations for the procurement of items required by 
the United States Government. The two governments will exchange informa- 
tion, as needed, and on a continuing basis, with respect to procurement plans, 
production facilities in the Netherlands and progress in the achievement of pro- 
duction objectives in the Netherlands. 

Copies or abstracts of contracts executed with Netherlands private contractors 
will be furnished the Netherlands Government by the United States Government. 


8. Contract placement by contracting officers 

It is understood that offshore procurement contracts will be placed and admin- 
istered on behalf of the United States Government by contracting officers of the 
United States Military Departments. 
4. Parties to contracts 

United States contracting officers may contract with the Netherlands Govern- 
ment or directly with individuals, firms or other legal entities. It is the prefer- 


ence of the Netherlands Government that the United States Government contract 
directly with individuals, firms or other legal entities. 








600 GENERAL ACCOUNTING OFFICE IN EUROPE 


The Netherlands Government will, upon request of the contracting officer, pro- 
vide assistance in the selection of contractors and technical information concern- 
ing prospective sub-contractors, and will assist the United States Government 
and individual contractors, to the extent necessary and appropriate, in the ad- 
ministering and carrying out of offshore procurement contracts. 


6. Supply of equipment, materials and manpower 
The Netherlands Government will accord to offshore procurement contractors 
and their sub-contractors priorities for securing equipment, materials, manpower 
and services equal to those which are accorded contractors having similar types i 
of contracts with the Netherlands Government. 


: 
5. Contract assistance 
' 
' 


7. Security. 


In the case of procurement contracts placed by the United States Government 
with the Netherlands Government, any classified material, including information, 
delivered by one government to the other, will be given a security classification 
by the recipient government which will afford to the material substantially the 
same degree of security as that afforded by the originating government and will 
be tretated by the recipient government as its own classified material of that 
security grading. The recipient government will not use such material, or per- 
mit to it be used, for other than military purposes and will not disclose such : 
material, or permit it to be disclosed, to another nation without the consent of | 
the originating government. In cases of government-to-government contracts i 
which involve the disclosure of top secret information, the Netherlands Govern- ' 
ment shall, when so requested by the contracting officer, undertake to assist the 
United States Government in maintaining restricted areas in accordance with 
Netherlands law concerning “prohibited places.” 

In the case of procurement contracts placed by the United States Government 
with individuals, firms or other legal entities, security arrangements for classi- 
fied material will be followed similar to those described in the preceding para- 
graph. Prior to the placement of the contract, the contracting officer will notify 
the prospective producer and the Netherlands Government of the security classi- 
fication of the contract. Classified material of the United States Government 
needed by a Netherlands contractor will be delivered to the appropriate ministry 
of the Netherlands Government for transmittal to the contractor. Such material 
will, prior to transmittal, receive a security classification of the Netherlands i 
Government which will afford to the material substantially the same degree of 
security as that afforded by the United States Government and at the time of ; 
transmittal the Netherlands Government will notify the contractor that the classi- i 
fied material delivered to it is also classified material of the Netherlands Govern- ; 
ment and is subject to the provisions of the Act on the Protection of Official 
Secrets. The Netherlands Government undertakes to enforce the security re- ; 
quirements and obligations placed upon private Netherlands contractors in pos- ' 
session of such classified material. 

In order to ensure adequate protection of classified information and material, 
the appropriate ministry of the Netherlands Government will, upon request, 
eonduct a security investigation of any prospective Netherlands contractor with 
the United States Government in the same manner as such investigations are 
conducted in cases of defense procurement by the Netherlands Government, and 
a recommendation resulting from such investigation will be made to the United : J 
States Government. ' 

No charges will be made by the Netherlands Government for services rendered 


by its security services. , 
8. Inspection ] 
An inspection of all materials, supplies, equipment and services procured by ' ‘ 
the United States Government in the Netherlands either from the Netherlands ; 
Government or Netherlands manufacturers and suppliers shall be carried out by 
representatives of the Netherlands Government when requested by the United i t 
States Government. In such cases, the Netherlands Government will certify I - 
to the United States Government that the products meet all specifications and t 
other technical requirements of the contract. ' ; 
As a rule inspection shall not be duplicated. For verification purposes the : 
United States Government representative will be entitled to be present at all . 
inspections performed by the Netherlands Government inspectors and to examine ' a 
the Netherlands Government inspection records. The United States Government | ” 
: 
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representatives shall have the right to make independent inspections and verifi- 
cations, and insofar as feasible, such inspections will be made in company with 
Netherlands inspectors. As a rule no charges will be made by the Netherlands 
Government for inspection services, particularly for items produced for delivery 
to countries which are members of NATO or the EDC. In no event will charges 
be made for inspection services on items procured by the United States Govern- 
ment for delivery to the Netherlands Government. Should the Netherlands 
Government find it necessary to charge for inspection services in connection 
with materials, supplies, equipment or services procured under a contract between 
the United States Government and the Netherlands Government such inspection 
charges will be included in the proposed contract price quoted to the United 
States Government. Should the Netherlands Government find it necessary to 
charge for inspection services in connection with procurement made directly 
by the United States Government from private contractors in the Netherlands, 
the respective Governments will execute a contract to cover such charges. In 
no event will the charges for inspection exceed the cost thereof to the Netherlands 
Government. 


9. Credit arrangements 


It is understood that the Netherlands Government will assist in providing 
Netherlands contractors producing for the United States offshore procurement 
program, treatment concerning commercial bank priorities equal to that accorded 
to Netherlands business establishments producing for the defense and export 
program of the Netherlands. 


10. Licenses 


The Netherlands Government will facilitate the granting or obtaining of, 
any necessary licenses including exchange control export and import licenses 
required in connection with any offshore procurement contracts placed in the 
Netherlands. 

The Netherlands Government will also grant and facilitate the obtaining of 
such licenses in connection with offshore procurement contracts placed by the 
United States Government in other North Atlantic Treaty or European Defense 
Community countries unless such other country upon request fails to grant 
reciprocal treatment with respect to licenses which may be required in connec- 
tion with offshore procurement contracts placed in the Netherlands. 


11. Taxes 


The provisions of the Memorandum of Agreement Between the Netherlands 
Government and the United States Government dated March 7, 1952, are appli- 
sable to this program as well as the agreed procedures which have been worked 
out thereunder by representatives of the two governments. The two govern- 
ments may consult from time to time as the occasion arises regarding further 
implementation of that Agreement. 


12. Standard contract clauses 


Standard clauses have been approved by the two governments for use, as 
appropriate, in contracts between them. Other clauses may be included in 
individual contracts including but not limited to escalation, advance and progress 
payment clauses, where appropriate. 


13. Protection of United States property and personnel 


In accordance with the existing law and custom in the Netherlands, any 
interests of the United States Government in property furnished or acquired 
through offshore procurement contracts in the Netherlands will be immune from 
legal liability or process. Likewise, the United States Government is protected 
against suits or other legal liability in the Netherlands on any matter which 
may arise out of an offshore procurement contract. 

Contracting officers and other authorized procurement personnel who are in 
the Netherlands in connection with the offshore procurement program and whose 
names have been duly reported to the Netherlands Government will be accorded 
the privileges and immunities set forth in paragraphs (b) and (ce) of annex B 
to the Mutual Defense Assistance Agreement between the United States and the 
Netherlands signed at Washington on January 27, 1950, provided that upon 
entry into force of the NATO Status of Forces Agreement between the United 
States and the Netherlands, the status of such contracting officers and other 
authorized procurement personnel will be reconsidered in the light of the agree- 
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ment, such other pertinent agreements as may be in force between the two govern- 
ments and such other considerations as may be appropriate. 


14. Destination of end-items 


Although the determination of specifications and other requirements of particu- 
lar offshore procurement contracts may require the tentative identification of 
the recipient country for the end-item to be produced, it is understood that, 
unless otherwise specifically agreed between the two governments in a particular 
case, the United States may subsequently amend any such prior determination 
and identification as to which country shall be the ultimate recipient of the 
end-items produced. 


15. Contract terms 

Inasmuch as the statutes of the United States prohibit utilization of a con- 
tract upon which payment is based on cost plus a percentage of cost, it is under- 
stood that such a system of determining payment shall not be employed in 
contracts entered into between the United States Government and either private 
contractors or the Netherlands Government. Further, the Netherlands Govern- 
ment advises that it will not utilize the type of contract in which payment is 
made on the basis of cost plus a percentage of cost in sub-contracts under any 
contracts between the United States Government and the Netherlands Govern- 
ment. 

For the information of the United States procurement officer the Netherlands 
Government advises that it does not have any law authorizing the recoupment 
of excess profit similar to the Renegotiation Act of the United States. The two 
governments may agree in contracts between them to include provisions limiting 
the amount of profit of sub-contractors. In such instances, the Government of 
the Netherlands will pass on to the Government of the United States any profits 
refunded by such sub-contractors. Procedures for the determination and recoy- 
ery of profits will be agreed upon by the two governments. 


16. Reporting of sub-contracts 

On such contracts as are entered into between the Netherlands Government 
and the United States Government, the Netherlands Government will furnish to 
the United States contracting officers such information as may be requested 
regarding the placement by the Netherlands Government of sub-contracts and 
purchase orders under such government-to-government contracts. 


17. No profits clause 

On offshore procurement contracts entered into between the United States 
Government and the Netherlands Government, it is intended that no profit of 
any nature, including net gains resulting from fluctuations in exchange rates, 
will be made by the Netherlands Government. The Netherlands Government 
agrees to determine, prior to December 31, 1954, or at such later date as may 
be mutually agreed by the governments, whether it has realized any such profit, 
in which event, or in the event that the United States Government prior to such 
date considers that such profit may have been realized, the Netherlands Gov- 
ernment agrees that it will enter into conversations with the United States 
Government for the purpose of determining the existence and the amount of 
such profit. During these conversations the United States Government shall 
have access to such documents and accounting data as may be necessary to 
determine the facts. In the computation of profits hereunder, the contracts 
shall be taken collectively, and allowances will be made for the increases in 
costs to the Netherlands Government which may have arisen out of the contracts 
due to a fluctuation of exchange rates. If as a result of conversations between 
the respective governments it is established that a collective net profit has been 
realized by the Netherlands Government, it shall refund the amount of such 
profit to the United States Government under arrangements and procedures to 
be agreed upon between the two governments. 

This article shall not be construed as affecting in any manner such profit 
refunding provisions as may be contained in individual contracts. 
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ANNEX B 
CoveR SHEET 


Coombe Fis eT ee 


NEGOTIATED ConTRACcT for the Procurement of Supplies, Services, and Materials 
in the Netherlands 


This contract is entered into pursuant to the provisions of Section 2 (c) (1) 
of the Armed Services Procurement Act of 1947, as amended (41 U. 8. Code 
151 et seq.) and other applicable law. 


SOI D SPS gocineias cs cestesininecivinetiacneeaisdanes aa idiaei dein seoearean stekeaetieicinda aeeaeadedaeteamnaeas 
PAYMENT: To be made in United States Dollars 
by 


This contract is entered into this __---____ NI erecta easier ate eckiceee ete Leal 
by and between the United States of America (hereinafter called the United 
States Government) represented by the Contracting Officer executing this con- 
tract and the Kingdom of the Netherlands (hereinafter called the Netherlands 
CO VOrDTAAAE } FORMU ROE IIT oe pnctccrernticesss stil > sities lieniegacidiainggaiali iain 

This contract is executed subject to the agreement and conditions included in 
the Memorandum of Understanding between the United States Government and 
the Netherlands Government relating to procurement of supplies, services and 
materials dated 7 May 1954. 

The parties hereto agree that the Netherlands Government shall furnish and 
deliver all of the supplies and perform all the services set forth in the Schedule 
for the consideration stated therein, 





SCHEDULE 
: Supplies or | Quantity Unit Price Amount 
Item No. | Services (Number of Unit Excl taxes | Excl taxes 
Units) 











ToTaL CONTRACT 
PRIcE Exc. TAXEs: 
GENERAL PROVISIONS 
1. Definitions 

As used throughout this contract the following terms shall have the meanings 
set forth below: 

(a) The term “Secretary” means the Secretary, the Under-Secretary, or any 
Assistant Secretary of the United States Military Department concerned; and 
the term “his duly authorized representative’ means any person or persons 
(other than the Contracting Officer) authorized to act for the Secretary. 

(b) The term “Contracting Officer” means the person executing this contract 
on behalf of the United States Government, and any other officer or civilian 
employee who is a properly designated Contracting Officer; and the term in- 
cludes, except as otherwise provided in this contract, the authorized representa- 
tive of a Contracting Officer acting within the limits of his authority. 

(c) The term “United States Government” means the United States of 
America. 

(d) The term “Netherlands Government” means the Kingdom of the Nether- 
lands or any officer duly authorized to act on behalf of the Netherlands Govern- 
ment in relation to this contract. 

(e) Except as otherwise provided in this contract, the term “subcontract” 
means any agreement, contract, subcontract, or purchase order made by the 
Netherlands Government with any contractor in fulfillment of any part of this 
contract, and any agreements, contracts, subcontracts or purchase orders there- 
under. 
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2. Changes 


The Contracting Officer may at any time, by a written notice make changes, 
within the general scope of this contract, in any one or more of the following: 
(i) Drawings, designs, or specifications, where the supplies to be furnished 
are to be specially manufactured for the United States Government in ac- 
cordance therewith ; 
(ii) Method of shipment or packing and 
(iii) Place of delivery. 

If any such change causes an increase or decrease in the cost of, or the time 
required for, performance of this contract an equitable adjustment shall be 
made in the contract price or delivery schedule, or both, and the contracts shall 
be modified in writing accordingly. Any claim by the Netherlands Government 
for adjustment under this clause must be declared within thirty days from the 
date of receipt by the Netherlands Government of the notification of change; 
provided, however, that the Contracting Officer, if he decides that the facts 
justify such action, may receive and act upon any such claim asserted at any 
time prior to final payment under this contract. The Netherlands Government 
will proceed with the contract as changed and the United States Government 
will process claims as promptly as possible. 

8. Extras 


Except as otherwise provided in this contract, no payment for extras shall be 
made unless such extras and the price therefor has been authorized in writing 
by the Contracting Officer. 


4. Variation in quantity 


No variation in the quantity of any item called for by this contract will be 
accepted unless such variation has been caused by conditions of loading, ship- 
ping, or packing, or allowances in manufacturing processes, and then only to 
the extent, if any, specified elsewhere in this contract. 


5. Inspection 


(a) Adequate inspection and test of all supplies (which term throughout this 
clause includes without limitation raw materials, components, intermediate as- 
Semblies, and end products) to insure conformity with drawings, designs and 
specifications of the contract shall be effected by the Netherlands Government. 

(b) The Netherlands Government will furnish a certificate or certificates 
stating that the inspection has been made and that all supplies, services or mate- 
rials so certified meet all requirements of the schedules, drawings, designs and 
specification of the contract. 

(c) United States Government representatives shall have the right, by inspec- 
tions or otherwise, to verify the certifications and to verify that (1) the end 
items conform to standards and to drawings, designs and specifications and (2) 
the quantity of end items specified is delivered. United States representatives 
will notify the appropriate Netherlands Government representatives when they 
intend to conduct inspections and such inspections will be conducted as promptly 
as feasible. Representatives of the Netherlands Government shall have the right 
to participate in such verifications should the Netherlands Government so 
request. 

(d) In ease any supplies or lots of supplies are defective in material or work- 
manship or otherwise not in conformity with the requirements of this contract, 
the United States Government shall have the right to either reject them (with 
or without making arrangements with the Netherlands Government as to their 
disposition) or to require their correction. Supplies or lots of supplies which 
have been rejected or required to be corrected shall be removed or corrected in 
place, as requested by the Contracting Officer, by and at the expense of the 
Netherlands Government promptly after notice, and shall not again be tendered 
for acceptance unless the former tender and either the rejection or requirement 
for correction is disclosed. 

(e) The Netherlands Government will provide and require their contractors 
and subcontractors to provide to the United States Government inspectors, with- 
out additional charge to the United States Government, reasonable facilities and 
assistance for the safety and convenience of the United States Government 
representatives in the performance of their duties. 

(f) Except as otherwise provided in this contract final acceptance or rejection 
shall be made concurrently with or shortly after final inspection and before 
shipment or transportation to the delivery point; but failure of the United States 
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Government to take action on acceptance or rejection shall neither relieve the 
Netherlands Government from responsibility for such supplies as are not in 
accordance with the contract requirements nor impose liability on the United 
States Government; therefore provided, however, that if the Netherlands Gov- 
ernment considers that there is an undue delay by the United States Govern- 
ment in taking action on acceptance or rejection, it will so notify the United 
Sates Government and the two Governments will consult with a view towards 
amending the contract to provide to the Netherlands Government compensation 
for additional expenses occasioned by such delay of the United States 
Government. 

(g) The inspection and test by the United States Government of any supplies 
or lots thereof does not relieve the Netherlands Government from any respon- 
sibility regarding defects or other failures to meet the contract requirements 
which may be discovered prior to final acceptance. Except as otherwise pro- 
vided in this contract, final acceptance shall be conclusive except as regards 
latent defects which could not have been discovered by normal inspection meth- 
ods appropriate to the industry concerned. 

(h) The Netherlands Government shall provide and maintain an inspection 
system mutually acceptable to the two Governments covering the supplies here- 
under. Records of all inspection work by the Netherlands Government shall be 
kept complete and available to the United States Government during the per- 
formance of this contract and for such longer period as may be specified else- 
where in this contract. 

6. Responsibility for loss of cr damage to supplies 

Except as otherwise provided in this contract, (1) the Netherlands Govern- 
ment shall bear all risk of loss of or damage to the supplies covered by this 
contract until they are delivered at the designated delivery point, even if dif- 
ferent from the point of inspection; and (2) the Netherlands Government shall 
bear all risks as to rejected supplies after notice of rejection. 

7. Termination 


(a) The performance of work under this contract may be terminated by the 
United States Government in accordance with this clause in whole, or, from 
time to time, in part, whenever the Contracting Officer shall determine that such 
termination is in the best interests of the United States Government. Any such 
termination shall be effected by delivery to the Netherlands Government of a 
Notice of Termination specifying the extent to which performance of work under 
the contract is terminated, and the date upon which such termination becomes 
effective. 

(b) After receipt of a Notice of Termination, and except as otherwise author- 
ized by the Contracting Officer, the Netherlands Government shall (1) stop work 
under the contract on the date and to the extent specified in the Notice of 
Termination; (2) place no further orders or subcontracts for materials, serv- 
ices, or facilities except as may be necessary for completion of such portion of the 
work under the contract as is not terminated; (3) terminate all orders and sub- 
contracts to the extent that they relate to the performance of work terminated 
by the Notice of Termination; (4) assign to the United States Government, in 
the manner, at the times, and to the extent requested by the Contracting Officer, 
all of the right, title, and interest of the Netherlands Government under the 
orders and subcontracts so terminated; (5) settle all outstanding liabilities and 
all claims arising out of such termination of orders and subcontracts, with the 
approval or ratification of the Contracting Officer to the extent he may request, 
which approval or ratification shall be final for all the purposes of this clause; 
(6) transfer title and deliver to the United States Government, in the manner, 
at the times, and to the extent requested by the Contracting Officer, (i) the fabri- 
eated or unfabricated parts, work in process, completed work, supplies, and 
other material produced as a part of, or acquired in connection with the per- 
formance of, the work terminated by the Notice of Termination, and (ii) the 
completed or partially completed plans, drawings, information, and other prop- 
erty which, if the contract has been completed, would have been required to be 
furnished to the United States Government; (7) use its best efforts to sell, in 
the manner, at the times, to the exent, and at the price or prices authorized by 
the Contracting Officer, any property of the types referred to in provision (6) of 
this paragraph, provided, however, that the Netherlands Government (i) shall 
not be required to extend credit to any purchaser, and (ii) may acquire any 
such property under the conditions prescribed by and at a price or prices ap- 
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proved by the Contracting Officer; and provided further that the net proceeds 
of any such transfer or disposition shall be applied in reduction of any payments 
to be made by the United States Government to the Netherlands Government 
under this contract or shall otherwise be credited to the price or cost of the work 
covered by this contract or paid in such other manner as the Contracting Officer 
may authorize (for the purposes of this sub-paragraph, such net proceeds will be 
exclusive of any identifiable taxes included therein from which the property has 
been exempted under the 7 March 1952 Tax Agreement); (8) complete per- 
formance of such part of the work as shall not have been terminated by the 
Notice of Termination; and (9) take such action as may be necessary, whether 
or not requested by the Contracting Officer, for the protection and preservation 
of the property related to this contract which is in the possession of the 
Netherlands Government and in which the United States Government has an 
interest. As soon as practicable the Netherlands Government may submit to 
the Contracting Officer a list, certified as to quantity and quality, of any or all 
items of termination inventory not previously disposed of, exclusive of items 
the disposition of which has been requested or authorized by the Contracting 
Officer, and may request the United States Government to remove such items 
or enter into a storage agreement covering them. Not later than fifteen (15) 
days thereafter, the United States Government will accept title to such items 
and remove them or enter into a storage agreement covering the same, provided 
that the list submitted shall be subject to verification by the Contracting Officer 
upon removal of the items, or if the items are stored, within forty-five (45) 
days from the date of submission of the list, and any necessary adjustment to 
correct the list as submitted shall be made prior to final settlement. 

(c) As soon as possible after receipt of a Notice of Termination, the Nether- 
lands Government shall submit to the Contracting Officer its termination claim, 
in a suitable form to be agreed upon. The claim shall be submitted not later 
than two years from the effective date of termination; provided, however, that 
the two Governments may agree to one or more extensions within such two year 
period or agreed extension thereof provided further, that if the Contracting 
Officer considers that the facts justify such action, he may receive and act 
upon any such termination claim at any time after such two year period or 
any agreed extension thereof; and provided further, that if the Netherlands 
Government, due to intervening armed hostilities, is unable to submit its claim 
during such two year period or any agreed extension thereof then the running 
of such two year period or any agreed extension thereof shall be suspended 
for such period during which the Netherlands Government is unable to present 
its claim. If no such claim is submitted within said period of two years plus 
any extensions, the Contracting Officer may determine the amount due and the 
amount so determined shall be paid to the Netherlands Government in full 
settlement of the termination; provided that the Contracting Officer shall first 
give the Netherlands Government written notice of the amount thus determined 
and the Netherlands Government shall have ninety (90) days from receipt of 
such notice within which to protest the amount of the determination. If the 
Netherlands Government does make such a protest to the United States Gov- 
ernment, the two Governments shall, as promptly as possible, consult with 
each other with a view toward settling the amount due. 

(d) In mutually arriving at a settlement hereunder the Netherlands Gov- 
ernment and the Contracting Officer or his authorized representative or succes- 
sor may agree upon the whole or any part of the amount or amounts to be 
paid to the Netherlands Government as fair compensation by reason of the 
total or partial termination of work pursuant to this clause. The contract 
shall be amended accordingly, and the Netherlands Government shall be paid 
the agreed amount. 

(e) In arriving at a determination of the amount of compensation to be 
paid to the Netherlands Government in the event of the omission of the Nether- 
lands Government to file a termination claim within the required time the 
Contracting Officer may be guided to the extent applicable by the “Statement 
of Principles for Determination of Costs” set forth in Part 4 of Section VIII 
of the Armed Services Procurement Regulation as in effect on the date of this 
contract, or by any other sound principles of cost determination: it being under- 
stood by both Governments that although the Contracting Officer is not required 
to be guided by that “Statement of Principles’, in making such determination, 
he will ordinarily be so guided. 

(f) In arriving as the amount due the Netherlands Government under this 
clause there shall be deducted (1) all unliquidated payments on account there- 
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tofore made to the Netherlands Government, (2) any claim which the United 
States Government may have against the Netherlands Government in connection 
with this contract, and (3) the agreed price for, or the net proceeds of sale of, 
any materials, supplies, or other things acquired by the Netherlands Government 
or sold, pursuant to the provisions of this clause, and not otherwise recovered 
by or credited to the United States Government (for the purposes of this sub- 
paragraph, such net proceeds will be exclusive of any identifiable taxes included 
therein from which the property has been exempted under the 7 March 1952 
Tax Agreement). 

(g) If the termination hereunder be partial, prior to the settlement of the 
terminated portion of this contract, the Netherlands Government may file with 
the Contracting Officer a request in writing for an equitable adjustment of the 
price or prices specified in the contract relating to the continued portion of the 
contract (the portion not terminated by the Notice of Termination) and such 
equitable adjustment as may be agreed upon shall be made in such price or 
prices. 

(h) Upon notification to the United States Government by the Netherlands 
Government that the Netherlands Government is precluded from performing 
the contract in accordance with its terms due to circumstances beyond the con- 
trol of the Netherlands Government, the two Governments will consult with a 
view toward negotiating an amendment to the contract, in the form of a reason- 
able extension of time for the performance of the contract (it being recognized, 
however, that there may be special cases where the United States need for the 
end product will not admit of postponement or an amendment to the contract 
in some other respect). 

If the Netherlands Government should fail to perform the contract in accord- 
ance with its terms, and such failure should be due to causes within the control 
of the Netherlands Government, then the United States Government may ter- 
minate this contract by reason of the failure of the Netherlands Government to 
perform it. Any such termination shall be without cost to the United States 
Government, and without liability of either Government to the other; provided 
that the parties hereto may agree to the transfer to the United States Govern- 
ment of any of the property described in paragraph (b) (6) above, in which 
event the United States Government will pay to the Netherlands Government 
the price provided in the contract for completed items, and a price mutually 
agreed upon for other items. 

(i) The Netherlands Government will make available to the United States 
Government without direct charge such books, records, documents, and other 
evidence bearing on the costs and expenses of the Netherlands Government under 
this contract and relating to the work terminated hereunder, as may be necessary 
to determine the facts, or, to the extent approved by the Contracting Officer, 
photographs, microphotographs, or other authentic reproductions thereof. 


8. Taxes 


(a) The contract prices, including the prices in subcontracts hereunder, do 
not include any tax or duty which the Government of the United States and 
the Government of the Netherlands have agreed in the agreement dated 7 March 
1952 as it may be amended from time to time and the agreed procedures there- 
under shall not be applicable to expenditures in the Netherlands by the United 
States or any other tax or duty not applicable to this contract under the laws 
of the Netherlands. If any such tax or duty has been included in the contract 
prices through error or otherwise, the contract prices shall be correspondingly 
reduced. 

(b) If, after the contract date, the Government of the United States and 
the Government of the Netherlands shall agree that any tax or duty included 
in the contract prices shall not be applicable to expenditures in the Netherlands 
by the United States, the contract prices shall be reduced accordingly. 


9. Subcontracting 


(a) The Netherlands Government undertakes that in any subcontract made 
in connection with this contract they will employ the same procurement methods 
and procedures as they employ in contracting for their own requirements. 

(b) The Netheriands Government agrees to indemnify and save harmless the 
United States Government against all claims and suits of whatsoever nature 
arising under or incidental to the performance of this contract, by any subcon- 
tractor against the Netherlands Government or the United States Government. 
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10. Payments “an 
The Netherlands Government shall be paid, upon the submission of property a: 
certified invoices or vouchers, the prices stipulated herein for supplies delivered pr 
and accepted or services rendered and accepted, less deductions, if any, as herein int 
provided. Unless otherwise specified, payment will be made on partial deliveries ris 
accepted by the United States Government when the amount due on such deliveries 
so warrants; or, when requested by the Netherlands Government, payment for rer 
accepted partial deliveries shall be made whenever such payment would equal gr 
or exceed either $1,000 or 50% of the total amount of this contract. If the in- th: 
voices when submitted are completely in order with respect to the amounts due 
and payable; if they make correct, unambiguous reference to the items invoiced 16, 
so that they can be readily identified in the contract; and if they are prepared , 
and certified in accordance with the stated invoicing requirements of the contract, ob 
payment is customarily made without delay and in considerably less than thirty Gc 
days. 17 
11. United States officials not to benefit : 
No member of or delegate to Congress of the United States, or resident com- th 
missioner of the United States shall be admitted to any share or part of this con- rig 
tract, or to any benefit that may arise therefrom; but this provision shall not be Ne 
construed to extend to this contract if made with a corporation for its general of 
benefit. Se 
12. Covenant against contingent fees = 
The Netheralnds Government warrants that no person or selling agency afi 
has been employed or retained to solicit or secure this contract upon an agree- Gx 
ment or understanding for a commission, percentage, brokerage, or contingent 
fee, excepting bona fide employees or bona fide established commercial or selling 


agencies maintained by the Netherlands Government for the purpose of secur- 
ing business. For berach or violation of this warranty the United States Gov- of 
ernment shall have the right to annul this contract without liability or in its 
discretion to deduct from the contract price or consideration the full amount of 


mi 
such commission, percentage, brokerage, or contingent fee. 
13. Gratuities co 
The Netherlands Government agrees to apply to this contract the provisions he 
embodied in Section 631 of Public Law 179 and Section 629 of Public Law 18 
486, 82nd Congress of the United States and like provisions embodied in subse- 
quent United States appropriation acts. ha 
14. Filing of patent application = 
While and so long as the subject matter of this contract is classified security = 
information of the United States Government, the Netherlands Government on 
agrees that it will not file, or knowingly permit to be filed, an application for Ne 
patent or other like statutory protection disclosing any of said subject matter & 
without referring the proposed application to the Contracting Officer for deter- ona 
minatiton as to whether, for reasons of United States security, such application 
shall be held in secrecy. pr 
15. Copyright 19 
(a) The Netherlands Government agrees to and does hereby grant to the GQ 
United States Government, and to its officers, agents and employees acting 7 
within the scope of their official duties, (i) a royalty-free, non-exclusive and ak 
irrevocable license to publish, translate, reproduce, deliver, perform, use, and pa 
dispose of, and to authorize, in behalf of the United States Government or in th 
the furtherance of mutual defense, others so to do, all copyrightable material tr: 
first produced or composed and required to be delivered to the United States rat 
Government under this contract by the Netherlands Government, its employees at 
or any individual or concern specifically employed or assigned to originate and sh 
prepare such material; and (ii) a license as aforesaid under any and all copy- a 
righted or copyrightabel work not first produced or composed by the Netherlands re 
Government in the performance of this contract but which is incorporated in the pe 
material furnished under the contract, provided that such license shall be only 
to the extent that the Netherlands Government now has or prior to completion or 
of final settlement of this contract may acquire, the right to grant such license “ry 
without becoming liable to pay compensation to others solely because of such si 
grant. to 


(b) The Netherlands Government agrees that it will exert all reasonable effort 
to advise the Contracting Office, at the time of delivering any copyrightable or 
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copyrighted work furnished under this contract, of any adversely held copy- 
righted or copyrightable material incorporated in any such work and of any 
invasion of the right of privacy therein contained. 

(c) The Netherlands Government agrees to report to the Contracting Officer, 
promptly and in reasonable written detail, any notice or claim of copyright 
infringement received by the Netherlands Government with respect to any mate- 
rial delivered under this contract. 

(d) Nothing contained in this paragraph shall be deemed, directly or indi- 
rectly, to grant any license under any patent now or hereafter granted or to 
grant any right to reproduce any copyrighted or copyrightable material other 
than that referred to in subparagraph (a), above. 


16. Guaranty 


The Netherlands Government undertakes that the benefit of any guarantee 


obtained in respect of any subcontract shall be passed on to the United States 
Government. 


17. Security 

Any materials, documents, designs, drawings or specifications delivered by 
the United States Government to the Netherlands Government and any mate- 
rials, documents, designs, drawings, specifications or supplies delivered by the 
Netherlands Government to the Untied States Government in the performance 
of this contract, which are classified by the originating Government as “Top 
Secret”, “Secret”, “Confidential”, “Restricted”, or other recognized security 
classification shall be given a security classification by the recipient Government 
which will afford to the material substantially the same security grading as that 
afforded by the originating Government and shall be treated by the recipient 
Government as its own classified material of that security grading. 

The recipient Government will not use such material including information, 
or permit it to be used, for other than military purposes and will not disclose 
such material, or permit it to be disclosed, to another nation without the consent 
of the originating Government. 

The recipient Government will, upon request, give to the originating Govern- 
ment an acknowledgment of receipt in writing for any such classified materials. 

The Netherlands Government agrees to include appropriations provisions 
covering military security material including information in all subcontracts 
hereunder. 

18. Technical information 


The Netherlands Government agrees that the United States Government shall 
have the right to duplicate, use and disclose, in behalf of the United States Gov- 
ernment or in the furtherance of mutual defense, all or any part of the reports, 
drawings, blueprints, data and technical information, specified to be deliveerd by 
the Netherlands Government to the United States Government under this con- 
tract provided that the granting of such rights shall be to the extent that the 
Netherlands Government is able to obtain and grant such rights. Nothing con- 
tained in this clause, in itself, shall grant any right or license to use, call, or 
reproduce any patented article; it is strictly limited to reports, drawings, blue- 
prints, data and technical information. 

19. Assignment of claims 

No claim arising under this contract shall be assigned by the Netherlands 
Government except as follows: 

(a) Pursuant to the provisions of the Assignment of Claims Act of 1940 as 
amended (31 U. S. Code 203, 41 U. S. Code 15), if this contract provides for 
payments aggregating $1,000 or more, claims for monies due or to become due 
the Netherlands Government from the United States Government under this con- 
tract may be assigned to a bank, trust company, or other financing institution, 
including any Federal lending agency, and may thereafter be further assigned 
and reassigned to any such institution. Any such assignment or reassignment 
shall cover all amounts payabie under this contract and not already paid, and 
shall not be made to more than one party, except that any such assignment or 
reassignment may be made to one party as agent or trustee for two or more 
parties participating in such financing. 

(b) In no event shall copies of this contract or of any plans, specifications, 
or other similar documents relating to work under this contract, if marked 
“Top Secret”, “Secret”, “Confidential”, or “Restricted” be furnished to any as- 
signee of any claim arising under this contract or to any other person not entitled 
to receive the same; provided, that a copy of any part or all of this contract 
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so marked may be furnished, or any information contained therein may be 
disclosed to such assignee upon the prior written authorization of the Con- 
tracting Officer. 


20. Labor relations and standards 


The provisions of this contract and the performance hereunder shall be sub- 
ject to and in accordance with the laws of the Government of the Netherlands 
and any political subdivision thereof, from time to time in effect, which govern 
the hours, wages, labor relations (including collective bargaining), workman’s 
compensation, working conditions, and other matters pertaining to labor. 

21. Reporting of royalties 

If this contract is in an amount which exceeds $10,000 the Netherlands 
Government agrees to report in writing to the Contracting Officer during the 
performance of this contract the amount of royalties paid or to be paid by 
it directly to others in the performance of this contract. The Netherlands 
Government further agrees (i) to furnish in writing any additional informa- 
tion relating to such royalties as may be requested by the Contracting Officer 
in connection with this contract, and (ii) to insert a provision similar to this 
clause in any subcontract hereunder which involves an amount in excess of the 
equivalent of ten thousand United States dollars. 


22. Examinatiton of records* 


The following clause is applicable to the extent required by the laws of the 
United States: 

(a) The Netherlands Government agrees that the Comptroller General of 
the United States or any of his duly authorized representatives shall, until the 
expiration of three years after final payment under this contract, have access to 
and the right to examine any directly pertinent books, documents, papers and 
records of the Netherlands Government involving transactions related to this 
contract. 

(b) The Netherlands Government further agrees to include in all of its sub- 
contracts hereunder a provision to the effect that the subcontractor agrees that 
the Comptroller General of the United States or any of his duly authorized 
representaitves shall, until the expiration of three years after final payment 
under this contract with the United States Government, have access to and 
the right to examine any directly pertinent books, documents, papers, and rec- 
ords of such subcontractor involving transactions related to the subcontract. 
The term “subcontract” as used in this clause excludes (i) purchase orders not 
exceeding $1,000 and (ii) subcontracts or purchase orders for public utility 
services at rates established for uniform applicability to the general public. 


SIGNATURE SHEET 


The rights and obligations of the parties to this contract shall be subject to 
and governed by the Cover Sheet, the Schedule consisting of _._____ numbered 
pages, the General Provisions consisting of 6 numbered pages and this Signature 
Sheet. To the extent of any inconsistency between the Schedule or the General 
Provisions, and any specifications or other provisions which are made a part 
of this contract by reference or otherwise, the Schedule and the General Provi- 
sions shall control. To the extent of any inconsistency between the Schedule 
and the General Provisions, the Schedule shall control. It is agreed that quota- 
tions and/or conversations leading up to and during the negotiations of the 
contract have been consummated by signing this contract which, together with 
the Memorandum of Understanding dated 7 May 1954, constitutes the entire 
agreement between the parties hereto. 


In WITNESS WHEREOF, the parties hereto have executed this contract as of the 
day and year first above written. 


THE KINGDOM OF THE NETHERLANDS THE UNITED STATES OF AMERICA 
iirc nt eb cate cence BEG eidanstd suteewe tes noe Dae aaa 
" miset $ ith (Authorized Officer) = = (Contracting Officer) 
ene st RE en er orig «at te ty (Address) —~S 
I aan seers aso Sia ote panna pack 


*Explanatory Note Concerning Examination of Records: As of 16 March 1954, contracts 
chargeable to appropriations for carrying out the purposes of the Mutual Security Act of 
1951, as amended, are the only ones from which this clause may be omitted. 
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HEADQUARTERS, UNITED STaTES ARMY, EUROPE 


PROCUREMENT CIRCULAR APO 403 
NUMBER 2 19 January 1955 
CONTRACTING IN YUGOSLAVIA 


1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in Yugoslavia with appropriated 
dollar funds, except such procurement activities as may be exempted spceifically. 

2. Purpose.—The purpose of this circular is to: 

a. Make available, for information and guidance, a copy of the Memorandum 
of Understanding between the United States of America and Yugoslavia Relating 
to Off-Shore Procurement, 18 October 1954 ( Annex A). 

b. Prescribe the contract forms to be used in Yugoslavia. 

3. Memorandum of Understanding.—a. The Memorandum of Understanding 
sets forth certain principles and policies which the two governments have agreed 
will govern the contracts, regardless of the amount involved and the source of 
appropriated dollar funds used, placed by the US Government with the Yugoslav 
Government or direct with enterprises or other legal entities in Yugoslavia. 

b. The Memorandum of Understanding contains principles and policies relating 
to contract placement; parties to contracts; contract assistance; supply of 
equipment, materials, and manpower; security ; inspection ; credit arrangements ; 
licenses ; taxes; protection against legal proceedings; destination of end items; 
contract terms; reporting of subcontracts; and refunding of profits. 

4. Government-to-Government Contracts—a. In negotiating contracts with 
the Yugoslav Government, contracting officers will be guided by applicable 
principles enunciated in the Memorandum of Understanding. 

b. Standard clauses have been approved by the two governments for use, as 
appropriate, in contracts between them. These clauses have been used to prepare 
the contract form (Annex B). This form will be used in making fixed-price 
supply or service contracts with the Yugoslav Government, regardless of the 
amount involved and the source of appropriated dollar funds used. Deletions or 
deviations are not authorized without the prior approval of the Assistant Chief 
of Staff, G-4, USAREUR (Chief, Proc Br), except as may be proscribed herein 
or by current directives. 

ec. The contract form referred to in b, above, consists of : 

(1) Cover Sheet, AE Form 430A. 

(2) Schedule, AE Form 430B. 

(3) General Provisions, AE Form 430C. 

(4) Signature Shoot, AB Form 430D. 

d. Additions, deletions, and deviations in the contract from (b, above) are 
prescribed as follows: 

(1) The Renegotiation clause prescribed by the provisions of current direc- 
tives will not be added to government-to-government contracts, regardless of 
the amount involved and the source of appropriated dollar funds used. 

(2) The Examination of Records clause set forth in Armed Services Pro- 
curement Regulation 7-104.10 will be included in the Schedule (AE Form 
430B) of the government-to-government contracts in accordance with the 
provisions of UPC 16, 1953. 

e. Other contract clauses may be added to the contract form referred to in b, 
above, as required by Armed Services Procurement Regulation, Army Procure- 
ment Procedure, and other current directives. Contracting officers are authorized 
to include such additional clauses as they deem necessary, provided that such 
clauses are not inconsistent with the General Provisions (AE Form 430C) or 
with Armed Services Procurement Regulation, Army Procurement Procedure, 
and other current directives. 

f. When it is desired to enter into government-to-government contracts with 
the Yugoslav Government for other than supplies or services on a fixed-price basis, 
the fixed-price supply or service contract form referred to in b, above, will be used 
as a guide in the preparation of the proposed contracts. Prior to solicitation, 
contracting officers will submit proposed contracts to this headquarters (Attn: 
G4 (Chief, Proce Br) ), for approval. 

g. Each US-Yugoslav government-to-government contract will be executed 
subject to the relevant provisions of the Memorandum of Understanding and, 
consequently, the provisions of the memorandum will be incorporated in the 
contract by reference and will become part of the contract. In the interest of 
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administrative economy, the memorandum need not be attached to the contract. t 
The original Memorandum of Understanding is available in the National Archives i 
of the United States in Washington, D. C. 

h. For the purpose of this circular, government-to-government contracts are SI] 
defined as those contracts signed by a Yugoslav Government official for, and on e 
behalf of, the Yugoslav Government. it 

5. Government-to-Other than Government Contracts.—In negotiating contracts te 
in Yugoslavia with legal entities other than the Yugoslav Government, con- ¢ 
tracting officers will utilize contract forms and clauses preseribed by Armed h 
Service Procurement Regulation, Army Procurement Procedure, and other cur- é 
rent directives. - 

6. Local Reproduction.—a. If additional copies of the Memorandum of Un- 
derstanding (Annex A) are required, authority is granted to reproduce them n 
locally. The memorandum is not stocked by the USAREUR Adjutant General 0 
Publications and Records Center, 7879th Army Unit. 3 

b. The government-to-government contract form (Annex B) is available by 
requisition on the USAREUR Adjutant General Publications and Records Cen- 
ter and may not be reproduced locally, unless specifically authorized by the a 
Adjutant General, USAREUR. 4 

7. Limitation on Dissemination.—The Memorandum of Understanding and 
the contract form represent the result of private negotiations between two gov- a 
ernments and, as such, will not be given public dissemination. In particular, v 
these negotiations will not be revealed to other foreign governments or nationals c 
thereof. ‘ 

8. Inability to Procure—When the contracting officer is unable to effect pro- Yv 
curement because of the requirements of this circular, the facts will be sub- 
mitted through channels to this headquarters (Attn: G4 (Chief, Proce Br) ). i 

[AG 400.12 GLD—Heid Mil 7891] n 

By COMMAND OF GENERAL HOGE: d 
OFFICIAL : ™ 
[SEAL] 6 
Bruce EASLey, Jr., JoHN F. UNCLES, 
Brigadier General, USA Maj Gen GS f 
Adjutant General. Chief of Staff. f 
2 Annexes: fi 
1. Memo of Understanding (Annex A) ¥ 
2. Contract Form (Annex B) v 

DISTRIBUTION : As prescribed in UPC 1, 1955. 

n 

ANNEX A \ 

il 

MEMORANDUM OF UNDERSTANDING BETWEEN THE UNITED STATES OF AMERICA AND s 
YUGOSLAVIA RELATING TO OFFSHORE PROCUREMENT n 

} 

This memorandum sets forth certain principles and policies which the Gov- ; 
ernment of the Federal People’s Republic of Yugoslavia and the Government of U 
the United States of America have agreed will govern the United States Offshore ‘ 
Procurement Program in Yugoslavia. D 
1. Scope and purpose of the offshore procurement program 

It is the intent of the United States Government to procure in countries 4 
participating in the mutual security program those types of materials, services, : 
supplies, construction and equipment appropriate either for mutual security t 
military aid or for the direct use of United States Forces. It is intended that 
offshore procurement will materially contribute to the combined defense pro- _ 
ductive capacity of the nations participating in the mutual security program 7 
and will at the same time provide a means for increasing the dollar earnings of s 
these countries. The extent of this program in Yugoslavia is dependent upon ; 

various considerations, including the ability of the U. S. Government to place : 
contracts at reasonable prices with satisfactory delivery dates. j 

The United States Government will conduct offshore procurement in accord- o 
ance with the Mutual Security Act of 1951, or any successor thereto, and other : 
laws of the United States governing the mutual security program and military i 
procurement. The obligations of the Yugoslav Government under OSP con- t 


0 
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tracts will be limited to the undertakings contained in this memorandum and 
in such contracts, 

The two Governments agree that no offshore procurement contracts in Yugo- 
slavia or subcontracts thereunder should be placed with any contractor which 
either government has reason to believe has acted contrary to the mutual security 
interest of the two countries. The two Governments therefore agree to consult 
together with respect to the placing of any offshore procurement contract or sub- 
contract with any contractor which either government reports to the other as 
having acted contrary to the mutual security interest of the two countries. 


2. Contract placement by contracting officers 
It is understood that offshore procurement contract will be placed and ad- 


ministered on behalf of the United States Government by contracting officers 
of the United States Military Departments. 


3. Parties to contracts 

United States contracting officers may contract with the Yugoslav Govern- 
ment or directly with enterprises or other legal entities in Yugoslavia. 
4. Contract assistance 


In the event that the United States Government is to procure directly from 
an enterprise or other legal entity in Yugoslavia, the Government of Yugoslavia 
will facilitate the execution and administration of such offshore procurement 
contracts. 


o. Supply of equipment, materials and manpower 


The Government of Yugoslavia will accord to offshore procurement contractors 
and subcontractors in Yugoslavia priorities for securing equipment, materials, 
manpower and services equal to those which are accorded contractors having 
defense contracts with the Government of Yugoslavia or subcontracts there- 
under. 


6. Security 


a. In accordance with the provisions of Article II, 2 of the Military Assist- 
ance Agreement between the two Governments dated November 14, 1951, the 
following procedural arrangements will be applicable to the transfer of classi- 
fied material including information from the United States Government to the 
Yugoslav Government, or to enterprises or other legal entities having contracts 
with the United States Government. 

(1) In the case of procurement contracts placed by the United States Govern- 
ment with the Yugoslav Government, or in the case of data submitted by the 
Yugoslav Government to the United States Government, any classified material, 
including information, delivered by one Government to the other, will be given a 
security classification by the recipient government which will afford to the 
material substantially the same degree of security as that afforded by the origi- 
nating government and will be treated by the recipient government as its own 
classified material of that security grading. The recipient government will not 
use such material, or permit it to be used, for other than military purposes, 
and will not disclose such material, or permit it to be disclosed, to another 
nation without the consent of the originating government. 

(2) In the case of contracts placed by the United States Government directly 
with enterprises or other legal entities similar security arrangements for classi- 
fied material will be followed. Classified material of the United States Govern- 
ment needed by a contractor will be delivered to the appropriate Secretariat of 
the Yugoslav Government. An official of that Secretariat will transmit the 
material to the contractor. Such material will, prior to transmittal, receive a 
security classification of the Yugoslav Government which will afford to the 
material substantially the same degree of security as that afforded by the United 
States Government. The Yugoslav Government will take steps to ensure that the 
security of such classified material is safeguarded. 

(3) Upon request of the United States Government the Government of 
Yugoslavia will make recommendations with regard to the reliability of any pro- 
spective offshore procurement contractor in Yugoslavia from a_ security 
standpoint. 

b. Any classified material which is to be delivered under contracts placed 
by the United States Government with the Yugoslav Government, enterprises 
or other legal entities in Yugoslavia, to a subcontractor in any country other 
than Yugoslavia, shall be transferred by the United States Government in 

98996—58———_40 
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accordance with procedures and subject to conditions governing transfer of 
classified material from the United States Government to contractors in such 
other country. 


7. Inspection 

Inspection of all materials, services, supplies, construction and equipment 
procured by the United States Government in Yugoslavia either from the Gov- 
ernment of Yugoslavia or Yugoslav manufacturers and suppliers shall be car- 
ried out by representatives of the Government of Yugoslavia when requested by 
the United States Government. In such cases, the Government of Yugoslavia 
will certify to the United States Government that the products meet all specifica- 
tions and other requirements of the contract. It is not the intention of the United 
States Government generally to duplicate inspection made by the Government of 
Yugoslavia but the United States Government shall have the right to make inde- 
pendent inspections and verifications. Accordingly, passage of any item by the 
inspectors of the Government of Yugoslavia may not necessarily be considered 
as acknowledgment by the United States that the supplies or services satisfy 
the contract requirements; such acknowledgment is made by the final accept- 
ance of the United States Government. Final acceptance by the United States 
Government shall be conclusive and shall relieve the Government of Yugoslavia 
from any further responsibility whatever regarding the quality of supplies or 
services, except as to latent defects. Inspection services rendered by the Gov- 
ernment of Yugoslavia will be free of cost or charge to the United States 
Government. 


8. Credit arrangements 


It is understood that the Government of Yugoslavia will assist in providing 
Yugoslav contractors producing for the United States offshore procurement pro- 
gram treatment concerning banking priorities equal to that accorded to Yugo- 
slav business establishments producing for the defense or export program of 
Yugoslavia. 


9. Licenses 


With respect to offshore procurement contracts or subcontracts that have 
been placed in Yugoslavia the Government of Yugoslavia will grant and facili- 
tate the obtaining of any necessary licenses, including exchange control, export 
and import licenses which may be required in connection therewith. 


10. Taxes 


The provisions of the tax relief agreement between the Government of Yugo- 
slavia and the United States Government dated July 23, 1953, and agreed pro- 
cedural arrangements thereunder, are applicable to the offshore procurement 
program of the United States Government in Yugoslavia. The two govern- 
ments may consult from time to time as the occasion arises regarding further 
implementation of that agreement. 


11. Standard contract clauses ‘ 


Standard clauses have been approved by the two governments for use, as 
appropriate, in contracts between them. Other clauses may be included in 
individual contracts. 


12. Protection against legal proceedings 


a. (1) It is understood that any ownership, lien or similar interest of the 
United States Government in property acquired through or used in connection 
with offshore procurement contracts in Yugoslavia will be immune from legal 
process or seizure. For purposes of protection against legal proceedings the 
United States Government will be considered to have such an interest in any 
unfinished or undelivered supplies or any work in process, raw materials, parts 
or sub-assemblies used in, acquired for, or allocated to production under any 
offshore procurement contract. 

(2) Likewise, it is understood that the United States Government is pro- 
tected against suits or other legal action in Yugoslavia as to any matter which 
may arise out of an offshore procurement contract. 

b. The status and number of contracting officers and other authorized pro- 
curement personnel who are in Yugoslavia in connection with the offshore pro- 
curement program and whose names are reported to the Yugoslav Government 
will be determined in accordance with the provisions of Article V of the Military 


Assistance Agreement between the United States of America and Yugoslavia 
dated November 14, 1951. 
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13. Destination of end-items 


a. Although the determination of specifications and other requirements of 
particular offshore procurement contracts may require a tentative identification 
of the recipient country to which the end-items are to be transferred, it is under- 
stood that the United States may subsequently amend any prior determination 
and identification as to which country shall be the ultimate recipient of the 
end-items produced. 

b. In the event that procurement contracts are placed with the Yugoslav 
yovernment or Yugoslav contractors for items which are to be transferred by 
the United States to other countries it is agreed that deliveries will be made 
exclusively to representatives of the United States Government who will sub- 
sequently transfer the items to representatives of recipient countries. In such 
cases the Yugoslav Government agrees that it will: 

(1) permit entry into Yugoslavia of representatives of recipient countries 
for the purpose of taking delivery of such items; 

(2) permit travel within Yugoslavia and provide transportation to re- 
cipient countries’ representatives in connection with each delivery made, 
unless regular transportation is available; . 

(3) issue without delay all necessary export documents required for out- 
shipment of each lot delivered ; 

(4) make available without delay such transportation facilities as may 
be required. 


14. Contract terms 


Since the statutes of the United States prohibit utilization of a contract upon 
which payment consists of reimbursement of cost of performing the contract 
plus a percentage of such cost as profit it is understood that such a system of 
determining the amount to be paid to a contractor shall not be employed in con- 
tracts entered into between the United States Government and either the Gov- 
ernment of Yugoslavia or other Yugoslav contractors. Further, the Govern- 
ment of Yugoslavia advises that it will not utilize the type of contract in which 
the amount of payment is made on that basis in subcontracts under any con- 
tracts between the United States Government and the Government of Yugo- 
slavia. 

15. Reporting of subcontracts 


‘ 

On such contracts as are entered into between the United States Government 
and the Government of Yugoslavia, the Government of Yugoslavia will furnish 
to the United States contracting officers such information as may be requested 
regarding the placement by the Yugoslav Government of subcontracts and pur- 
chase orders under such government to government contracts. 


16. No profits 


a. The Government of the FPRY disclaims, under the terms of this Agree- 
ment, any and all participation in the profits accruing from any offshore pro- 
curement contract placed in Yugoslavia, including net gains resulting from 
fluctuations in currency exchange rates. The Government of Yugoslavia agrees 
to determine whether it has realized any such profit, in which event or in the 
event that the United States considers that such profit may have been realized, 
the Government of Yugoslavia agrees that it will immediately enter into con- 
versation with the United States Government for the purpose of determining 
the existence and the amount of such profit. During these conversations, the 
Yugoslav Government shall furnish the United States Government such docu- 
ments and accounting data as may be necessary to determine the facts. In the 
computation of profits hereunder, the contracts shall be taken collectively. If 
as a result of conversations between the respective Governments it is estab- 
lished that profit has been realized by the Yugoslav Government on such con- 
tracts, it shall refund the amount of the profit to the United States Government 
under arrangements and procedures to be agreed upon between the two Govern- 
ments. A refund adjustment will be accomplished on completed contracts at the 
earliest practicable date, but an initial adjustment will be effected and the 
refund, if any, made covering the period ending December 31, 1956. Periodic 
adjustments and refunds will be made for subsequent periods at such later 
dates as may be mutually agreed upon by the two Governments. This article 
shall not be construed as affecting in any manner any special profit refunding 
or price revision provisions as may be contained in individual contracts. 
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b. With respect to any offshore procurement contract as to which the Govern- 
ment of Yugoslavia places a subcontract with an enterprise, if the cost to the 
Government of Yugoslavia of subcontracting is less than the total amount paid 
by the United States Government to Yugoslavia under the prime contract, the 
difference between the two amounts would be profit subject to refund. To the 
extent that the Government of Yugoslavia does not subcontract an offshore 
procurement contract but performs it directly, then irrespective of whether or 
not it makes use of a government department or agency for such performance 
the entire difference between the cost of performing the contract and the 
amount paid by the United States Government would be refundable profit. 


ANNEX B 
CoveR SHEET 
Coteaiot Nik oo ee hi oe... 
NEGOTIATED ConTrRACT for the Procurement of Supplies and Services in Yugoslavia 


This contract is entered into pursuant to the provisions of Section 2 (c) (1) 
of the Armed Services Procurement Act of 1947, as amended (41 U. S. Code 151 
et seq.) and other applicable law. 

anne INI a = ee ea bead owns 

Sa RT os eae . ea * 

a 0 a teams ayes 

PAYMENT: to be made in United States Dollars 


a ee gratia cee eine eiasta ota erent 
This contract is entered into this _-_-_________~- ee eso eS éoes 
by and between the United States of America (hereinafter called the United 
States Government) represented by the Contracting Officer executing this con- 
tract and The Federal People’s Republic of Yugoslavia hereinafter called the 
Seeman ipovereeene:). Pesreseated By oo eee cts 
This contract is executed subject to the agreement and conditions included in 
the Memorandum of Understanding between the United States Government and 
the Yugoslav Government relating to procurement of supplies, services and 
materials dated 18 October 1954. 
The parties hereto agree that the Yugoslav Government shall furnish and 
deliver all of the supplies and perform all the services set forth in the Schedule 
for the consideration stated therein. 





SCHEDULE 
| Supplies or Quantity Unit Price | Amount ’ 
Item No. | Services | (Numberof| Unit Excl Taxes | Excl Taxes 
Units) | 





ToTaL CONTRACT 
PRICE Exct TaXEs: 
GENERAL PROVISIONS 
1. Definitions 

As used throughout this contract the following terms shall have the meanings 
set forth below : 

(a) The term “Secretary” means the Secretary, the Under-Secretary, or any 
Assistant Secretary of the United States Military Department concerned; and 
the term “his duly authorized representative’ means any person or persons 
(other than the Contracting Officer) authorized to act for the Secretary. 

(b) The term “Contracting Officer” means the person executing this contract 
on behalf of the United States Government, and any other officer or civilian 
employee who is a properly designated Contracting Officer; and the term in- 
cludes, except as otherwise provided in this contract, the authorized representative 
of a Contracting Officer acting within the limits of his authority. 
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(c) The term “United States Government” means the United States of 
America. 

(d) The term “Yugoslav Government” means The Federal People’s Republic 
of Yugoslavia or any officer duly authorized to act on behalf of the Yugoslav 
Government in relation to this contract. 

(e) Except as otherwise provided in this contract, the term “subcontracts” 
means any agreement, contract, subcontract, or purchase order made by the 
Yugoslay Government with any contractor in fulfillment of any part of this 
contract, and any agreements, contracts, subcontracts or purchase orders 
thereunder. 


2. Changes 


The Contracting Officer may at any time, by a written order make changes, 
within the general scope of this contract, in any one or more of the following: 
(i) Drawings, designs, or specifications, where the supplies to be furnished 
are to be specially manufactured for the United States Government in 
accordance therewith ; 
(ii) Method of shipment or packing ; and 
(iii) Place of delivery. 

If any such change causes an increase or decrease in the cost of, or the 
time required for, performance of this contract an equitable adjustment shall 
be made in the contract price or delivery schedule, or both, and the contract 
shall be modified in writing accordingly. Any claim by the Yugoslav Government 
for adjustment under this clause must be asserted within thirty days from the 
date of receipt by the Yugoslav Government of the notification of change; pro- 
vided, however, that the Contracting Officer if he decides that the facts justify 
such action, may receive and act upon any such claim asserted at any time prior 
to the final payment under this contract. Nothing in this clause shall excuse 
the Yugoslav Government from proceeding with the contract as changed. 


3. Extras 


Except as otherwise provided in this contract, no payment for extras shall 
be made unless such extras and the price therefor has been authorized in 
writing by the Contracting Officer. 


4. Variation in quantity 


No variation in the quantity of any item called for by this contract will be 
accepted unless such variation has been caused by conditions of loading, shipping, 
or packing, or allowances in manufacturing processes, and then only to the 
extent, if any, specified elsewhere in this contract. 

5. Inspection 


(a) Adequate inspection and test of all supplies (which term throughout this 
clause includes without limitation raw materials, components, intermediate as- 
semblies, and end products) to insure conformity with drawings, designs and 
specifications of the contract shall be effected by the Yugoslav Government. 

(b) The Yugoslav Government will furnish a certificate or certificates stating 
that the inspection has been made and that all supplies, services or materials cov- 
ered by the certificate meet all requirements of the schedules, drawings, designs 
and specifications of the contract. 

(c) The United States Government representatives shall have the right to make 
independent inspection and verification and to verify that (1) the end items con- 
form to standards and drawings, designs and specifications, and (2) the quantity 
of end items specified is delivered. The United States representatives will notify 
the appropriate Yugoslav Government representatives when they intend to con- 
duct inspections and such inspections will, insofar as feasible, be conducted 
promptly. 

(d) In case any supplies or lots of supplies are defective in material or work- 
manship or otherwise not in conformity with the requirements of this contract, 
the United States Government shall have the right to either reject them (with 
or without instructions as to their disposition) or to require their correction. 
Supplies or lots of supplies which have been rejected or required to be corrected 
shall be removed or corrected in place, as requested by the Contracting Officer, by 
and at the expense of the Yugoslav Government promptly after notice, and shall 
not again be tendered for acceptance unless the former tender and either the 
rejection or requirement for correction is disclosed. 

(1) The Yugoslav Government will provide and require their contractors and 
subcontractors to provide to the United States Government inspectors, without 
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additional charge to the United States Government, reasonable facilities and as- 
sistance for the safety and convenience of the United States Government repre- 
sentatives in the performance of their duties. Final acceptance or rejection of 
the supplies shall be made as promptly as practicable after delivery, except as 
otherwise provided in this contract; but failure to inspect and accept or reject 
supplies shall neither relieve the Yugoslav Government from responsibility for 
such supplies as are not in accordance with the contract requirements nor impose 
liability on the United States Government therefor. 

(2) The inspection and test by the United States Government of any supplies 
or lots thereof does not relieve the Yugoslav Government from any responsibility 
regarding defects or other failures to meet the contract requirements which may 
be discovered prior to final acceptance. Except as otherwise provided in this 
eontract, final acceptance shall be conclusive except as regards latent defects. 

(e) The Yugoslav Government shall provide and maintain an inspection sys- 
tem acceptable to the United States Government covering the supplies hereunder. 
Records of all inspection work by the Yugoslav Government shall be kept com- 
plete and available to the United States Government during the performance of 
this contract and for such longer period as may be specified elsewhere in this 
contract. 


6. Responsibility for supplies 
Except as otherwise provided in this contract, (1) the Yugoslav Government 
shall be responsible for the supplies covered by this contract until they are de- 
livered at the designated delivery point, regardless of the point of inspection; and 
(2) the Yugoslav Government shall bear all risks as to rejected supplies after 
notice of rejection. 


7. Termination 
(a) The performance of work under this contract may be terminated by the 
United States Government in accordance with this clause in whole, or, from 
time to time, in part, whenever the Contracting Officer shall determine that such 
termination is in the best interests of the United States Gavernment. Any such 
termination shall be effected by delivery to the Yugoslav Government of a Notice 
of Termination specifying to the extent to which performance of work under 
the contract is terminated, and the date upon which such termination becomes 
effective. 
(b) After receipt of a Notice of Termination, and except as otherwise required 
by the Contracting Officer, the Yugoslav Government shall (1) stop work under 
the contract on the date and to the extent specified in the Notice of Termination ; 
(2) place no further orders or subcontracts for materials, services, or facilities 
except as may be necessary for completion of such portion of the work under the 
contract as is not terminated; (3) terminate all orders and subcontracts to the 
extent that they relate to the performance of work terminated by the Notice of 
Termination; (4) assign to the United States Government, in the manner, at 
the times, and to the extent required by the Contracting Officer, all of the right, 
title and interest of the Yugoslav Government under the orders and subcontracts 
so terminated; (5) settle all outstanding liabilities and all claims arising out 
of such termination of orders and subcontracts, with the approval or ratification 
of the Contracting Officer to the extent he may require, which approval or ratifi- 
eation shall be final for all the purposes of this clause; (6) transfer title and 
deliver to the United States Government, in the manner, at the times, and to the 
extent, if any, required by the Contracting Officer, (i) the fabricated or unfabri- 
cated parts, work in process, completed work, supplies, and other material pro- 
duced as a part of, or acquired in connection with the performance of, the work 
terminated by the Notice of Termination, and (ii) the completed or partially 
completed plans, drawings, information, and other property which, if the con- 
tract has been completed, would have been required to be furnished to the United 
States Government; (7) use its best efforts to sell, in the manner, at the times, 
to the extent, and at the price or prices required or authorized by the Contracting 
Officer, any property of the types referred to in provision (6) of this paragraph, 
provided, however, that the Yugoslav Government (i) shall not be required to 
extend credit to any purchaser, and (ii) may acquire any such property under 
the conditions prescribed by and at a price or prices approved by the Contracting 
Officer ; and provided further that the proceeds of any such transfer or disposi- 
tion shall be applied in reduction of any payments to be made by the United 
States Government to the Yugoslav Government under this contract or shall 
otherwise be credited to the price or cost of the work covered by this contract or 
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paid in such other manner as the Contracting Officer may require; (8) complete 
performance of such part of the work as shall not have been terminated by the 
Notice of Termination; and (9) take such action as may be necessary, or as the 
Contracting Officer may require for the protection and preservation of the 
property related to this contract which is in the possession of the Yugoslav 
Government and in which the United States Government has or may acquire an 
interest. At any time after expiration of the plant clearance period, as defined 
in Section VIII, Armed Services Procurement Regulation, as it may be amended 
from time to time, the Yugoslav Government may submit to the Contracting 
Officer a list, certified as to quantity and quality, of any or all items of termina- 
tion inventory not previously disposed of, exclusive of items the disposition of 
which has been required or authorized by the Contracting Officer, and may 
request the United States Government to remove such items or enter into a 
storage agreement covering them. Not later than fifteen (15) days thereafter, 
the United States Government will accept title to such items and remove them 
or enter into a storage agreement covering the same, provided that the list sub- 
mitted shall be subject to verification by the Contracting Officer upon removal 
of the items, or if the items are stored, within forty-five (45) days from the 
date of submission of the list, and any necessary adjustment to correct the list 
as submitted shall be made prior to final settlement. 

(c) After receipt of a Notice of Termination, the Yugoslav Government shall 
submit to the Contracting Officer its termination claim, in the form and with 
the certification prescribed by the Contracting Officer. Such claim shall be 
submitted promptly but in no event later than two years from the effective date 
of termination, unless one or more extensions in writing are granted by the 
Contracting Officer, upon request of the Yugoslav Government made in writing 
within such two-year period or authorized extension thereof. However, if the 
Contracting Officer determines that the facts justify such action, he may receive 
and act upon any such termination claim at any time after such two-year period 
or any extension thereof. Upon failure of the Yugoslav Government to submit 
its termination claim within the time allowed, the Contracting Officer may deter- 
mine, on the basis of information available to him, the amount, if any, due to 
the Yugoslav Government by reason of the termination and shall thereupon pay 
to the Yugoslav Government the amount so determined. 

(d) Subject to the provisions of paragraph (c), the Yugoslav Government 
and the Contracting Officer may agree upon the whole or any part of the 
amount or amounts to be paid to the Yugoslav Government by reason of the 
total or partial termination of work pursuant to this clause. The contract shall 
be amended accordingly, and the Yugoslav Government shall be paid the agreed 
amount. 

(e) Any determination of costs under paragraph (c) hereof shall be gov- 
erned by the Statement of Principles for Consideration of Costs set forth in 
Part 4 of Section VIII of the Armed Services Procurement Regulation, as in 
effect on the date of this contract. 

(f) In arriving at the amount due the Yugoslav Government under this 
clause there shall be deducted (1) all unliquidated payments on account there- 
tofore made to the Yugoslav Government, (2) any claim which the United 
States Government may have against the Yugoslav Government in connection 
with this contract, and (3) the agreed price for, or the proceeds of sale of, any 
materials, supplies, or other things acquired by the Yugoslav Government or 
sold, pursuant to the provisions of this clause, and not otherwise recovered by 
or credited to the United States Government. 

(g) If the termination hereunder be partial, prior to the settlement of the 
terminated portion of this contract, the Yugoslav Government may file with the 
Contracting Officer a request in writing for an equitable adjustment of the price 
or prices specified in the contract relating to the continued portion of the con- 
tract (the portion not terminated by the Notice of Termination) and such 
equitable adjustment as may be agreed upon shall be made in such price or 
prices. 

(h) Upon notification to the United States Government by the Yugoslav 
Government that the Yugoslav Government is precluded from performing the 
contract in accordance with its terms and conditions due to circumstances beyond 
its control the two Governments will consult with a view toward negotiating an 
amendment to this contract. If the two Governments cannot agree to an amend- 
ment extending the time of performance or otherwise modifying the contract 
so as to enable the Yugoslav Government to perform it, the United States Govy- 
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ernment may terminate this contract by reason of the inability of the Yugoslav 
Government to perform it. Such termination shall be without cost to the United 
States Government and without liability of either Government to the other; 
provided that the parties hereto may agree upon the transfer to the United 
States Government of any or all of the property of the types referred to in 
paragraph (b) (6) above, in which event the United States Government will 
pay to the Yugoslav Government (i) the price provided in the contract for items 
completed in accordance with the contract requirements, and (ii) a price 
mutually agreed upon for other items. 

(i) Unless otherwise provided for in this contract, or by applicable statute, 
the Yugoslav Government, from the effective date of termination and for a period 
of six years after final settlement under this contract, shall preserve and make ' 
available to the United States Government at all reasonable times at the office 
of the Yugoslav Government but without direct charge to the United States 
Government, all its books, records, documents, and other evidence bearing on 
the costs and expenses of the Yugoslav Government under this contract and 
relating to the work terminated hereunder, or, to the extent approved by the 
Contracting Officer, photographs, micro-photographs, or other authentic repro- 
ductions thereof. 


8. Taxes 


(a) The contract prices, including the prices in subcontracts hereunder, do 
not include any tax or duty which the United States Government and the Yugo- 
slay Government have agreed shall not be applicable to expenditures in 
Yugoslavia by the United States, or any other tax or duty not applicable to this 
eontract under the laws of Yugoslavia. If any such tax or duty has been 
included in the contract prices through error or otherwise, the contract prices 
shall be correspondingly reduced. 

(b) If, after the contract date, the United States Government and the Yugo- 
Slav Government shall agree that any tax or duty included in the contract prices 
shall not be applicable to expenditures in Yugoslavia by the United States, the 
contract prices shall be reduced accordingly. 


9. Subcontracting 


(a) The Yugoslav Government undertakes that in any subcontract made in 
connection with this contract they will employ the same procurement methods 
and procedures as they employ in contracting for their own requirements. 

(b) The Yugoslav Government agrees to idemnify and save harmless the 
United States Government against all claims and suits of whatsoever nature 
arising under or incidental to the performance of this contract, by any subcon- 
tractor against the Yugoslav Government or the United States Government. 
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10. Payments 


The Yugoslav Government shall be paid, upon the submission of properly cer- ; 
tified invoices or vouchers, the prices stipulated herein for supplies delivered ‘ 
and accepted or services rendered and accepted, less deductions, if any, as 
herein provided. Unless otherwise specified, payment will be made on partial : 
deliveries accepted by the United States Government when the amount due on 
such deliveries so warrants; or, when requested by the Yugoslav Government, 
payment for accepted partial deliveries shall be made whenever such payment 
would equal or exceed either $1,000 or 50% of the total amount of this contract. 


11. United States officials not to benefit 


No member of or delegate to Congress of the United States, or resident com- 
missioner of the United States shall be admitted to any share or part of this 
contract, or to any benefit that may arise therefrom; but this provision shall 
not be construed to extend to this contract if made with a corporation for its 
general benefit. 





12. Covenant against contingent fees ] 


The Yugoslay Government warrants that no person or selling agency has 
been employed or retained to solicit or secure this contract upon an agreement 
or understanding for a commission, percentage, brokerage, or contingent fee, 
excepting bona fide employees or bona fide established commercial or selling 
agencies maintained by the Yugoslav Government for the purpose of securing 
business. For breach or violation of this warranty the United States Govern- 
ment shall have the right to annul this contract without liability or in its 
discretion to deduct from the contract price or consideration the full amount of 
such commission, percentage, brokerage, or contingent fee. 
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13. Gratuities 
The Yugoslav Government agrees to apply to this contract the provisions em- 
bodied in Section 631 of Public Law 179 and Section 629 of Public Law 488, 82nd 


Congress of the United States, and like provisions embodied in subsequent 
United States appropriation acts. 


14. Filing of patent applications 


While and so long as the subject matter of this contract is classified security 
information, the Yugoslav Government agrees that it will not file, or cause to be 
filed, an application or registration for patent disclosing any of said subject 
matter without first referring the proposed application or registration to the 
Contracting Officer for determination as to whether, for reasons of security, 
permission to file such application or registration should be denied, or whether 
such application may be filed on conditions imposed by the Contracting Officer. 


15. Copyright 


(a) The Yugoslav Government agrees to and does hereby grant to the United 
States Government, and to its officers, agents and employees acting within the 
scope of their official duties, (i) a royalty-free, non-exclusive and irrevocable 
license to publish, translate, reproduce, deliver, perform, use, and dispose of, and 
to authorize, in behalf of the United States Government or in the furtherance of 
mutual defense, others so to do, all copyrightable material first produced or com- 
posed and delivered to the United States Government under this contract by the 
Yugoslav Government, its employees or any individual or concern specifically 
employed or assigned to originate and prepare such material; and (ii) a license 
as aforesaid under any and all copyrighted or copyrightable work not first pro- 
duced or composed by the Yugoslav Government in the performance of this con- 
tract but which is incorporated in the material furnished under the contract, 
provided that such license shall be only to the extent that the Yugoslav Govern- 
ment now has or prior to completion of final settlement of this contract may ac- 
quire, the right to grant such license without becoming liable to pay compensa- 
tion to others solely because of such grant. 

(b) The Yugoslav Government agrees that it will exert all reasonable effort to 
advise the Contracting Officer, at the time of delivering any copyrightable or 
copyrighted work furnished under this contract, of any adversely held copy- 
righted or copyrightable material incorporated in any such work and of any 
invasion of the right of privacy therein contained. 

(c) The Yugoslav Government agrees to report to the Contracting Officer, 
promptly and in reasonable written detail, any notice or claim of copyright 
infringement received by the Yugoslav Government with respect to any material 
delivered under this contract. 


16. Guaranty 


The Yugoslav Government undertakes that the benefit of any guarantee ob- 
tained in respect of any subcontract shall be passed on to the United States 
Government. 


17. Security 

Any materials, documents, designs, drawings or specifications delivered by the 
United States Government to the Yugoslav Government and any materials, docu- 
ments, designs, drawings, specifications or supplies delivered by the Yugoslav 
Government to the United States Government in the performance of this con- 
tract, which are classified by the originating Government as “Top Secret,” 
“Secret,” “Confidential” or “Restricted,” shall be given a security classification 
by the recipient Government which will afford to the material substantially the 
same degree of security as that afforded by the originating Government and 
shall be treated by the recipient Government as its own classified material of 
that security grading. 

The recipient Government will not use such material including information, or 
permit it to be used for other than military purposes and will not disclose such 
material, or permit it to be disclosed to another nation without the consent of 
the originating Government. 

The recipient Government will, on request, give to the originating Government 
an acknowledgment of receipt in writing for any such classified material. 

The recipient Government agrees to include appropriate provisions covering 
military security material including information in all subcontracts hereunder. 
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18. Technical information 


The Yugoslay Government agrees that the United States Government shall 
have the right to duplicate, use and disclose, in behalf of the United States Gov- 
ernment or in the furtherance of mutual defense, all or any part of the reports, 
drawings, blueprints, data and technical information, specified to be delivered 
by the Yugoslav Government to the United States Government under this 
contract. 


19. Assignment of claims 


No claim arising under this contract shall be assigned by the Yugoslav Gov- 
ernment except as follows: 

(a) Pursuant to the provisions of the Assignment of Claims Act of 1940 as 
amended (31 U. S. Code 203, 41 U. S. Code 15), if this contract provides for 
payments aggregating $1,000 or more, claims for moneys due or to become due 
the Yugoslay Government from the United States Government under this con- 
tract may be assigned to a bank, trust company, or other financing institution, 
including any Federal lending agency, and may thereafter be further assigned 
and reassigned to any such institution. Any such assignment or reassignment 
shall cover all amounts payable under this contract and not already paid, and 
shall not be made to more than one party, except that any such assignment or 
reassignment may be made to one party as agent or trustee for two or more 
parties participating in such financing. 

(b) In no event shall copies of this contract or of any plans, specifications, 
or other similar documents relating to work under this contract, if marked ‘Top 
Secret,” “Secret,” “Confidential,” or “Restricted” be furnished to any assignee 
of any claim arising under this contract or to any other person not entitled to 
receive the same; provided, that a copy of any part or all of this contract so 
marked may be furnished, or any information contained therein may be dis- 
mm to such assignee upon the prior written authorization of the Contracting 
Officer. 


20. Reporting of royalties 


If this contract is in an amount which exceeds $10,000 the Yugoslav Govern- 
ment agrees to report in writing to the Contracting Officer during the performance 
of this contract the amount of royalties paid or to be paid by it directly to others 
in the performance of this contract. The Yugoslav Government further agrees 
(i) to furnish in writing any additional information relating to such royalties 
as may be requested by the Contracting Officer, and (ii) to insert a provision 
similar to this clause in any subcontract hereunder which involves an amount 
in excess of the equivalent of ten thousand United States dollars. 


SIGNATURE SHEET 


The rights and obligations of the parties to this contract shall be subject to 
and governed by the Cover Sheet, the Schedule consisting of ~-_-~- numbered 
pages, the General Provisions consisting of 6 numbered pages and this Signature 
Sheet. To the extent of any inconsistency between the Schedule or the General 
Provisions, and any specifications or other provisions which are made a part 
of this contract by reference or otherwise, the Schedule and the General Provi- 
sions shall control. To the extent of any inconsistency between the Schedule 
and the General Provisions, the Schedule shall control. It is agreed that quota- 
tions and/or conversations leading up to and during the negotiations of this 
contract have been consummated by signing this contract which, together with 
the Memorandum of Understanding dated 18 October 1954, constitutes the 
entire agreement between the parties hereto. The provisions of this contract 
shall be interpreted on the basis of the laws of the United States and the English 
language version of the contract. 

In WITNESS WHEREOF, the parties hereto have executed this contract as of the 
day and year first above written. 


THe FEDERAL PEOPLE’S REPUBLIC OF THE UNITED STATES OF AMERICA 
YUGOSLAVIA 
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HEADQUARTERS, UNITED STATES ARMY, EUROPE 


PROCUREMENT CIRCULAR APO 403 
NUMBER 4 3 May 1955 
CONTRACTING IN GREECE 


1. Reference.—UPC 23, 1953. 

2. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in Greece with appropriated 
dollar funds, except such procurement activities as may be exempted specifically. 

3. Purpose.—The purpose of this circular is to: 

a. Make available, for information and guidance, copies of the Memorandum 
of Understanding between the Government of the United States and the Govern- 
ment of Greece Regarding Offshore Procurement, 30 July 1954 (Annex A), and 
the Memoranda of Understanding on Inspection and Acceptance Testing, Security, 
and Temporary Storage, 24 December 1952 (Annex B). 

b. Prescribe the contract forms to be used in Greece. 

4. Memorandum of Understanding—a. The Memorandum of Understanding 
(Annex A), by reference incorporates the Memoranda of Understanding (Annex 
B) and the Memorandum of Understanding Regarding Implementation of the 
Common Defense Program and any and all Foreign Aid Programs of the United 
States, Concerning Privileges, Immunities, and Exemptions from Taxes or 
Other Levies and Charges, 4 February 1953 (Annex A, UPC 23, 1953), and it sets 
forth certain principles and policies which the two governments have agreed 
will govern the contracts, regardless of the amount involved and the source 
of appropriated dollar funds used, placed by the US Government with the Greek 
Government or direct with individuals, firms, or other legal entities in Greece. 

b. The Memorandum of Understanding contains certain principles and policies 
relating to refunding of profits; credit arrangements; security; inspection and 
acceptance testing; temporary storage; and privileges, immunities, and exemp- 
tions from taxes or other levies and charges which will be accorded by the 
reek Government to the US Government. 

5. Government-to-Government Contracts.—a. In negotiating contracts with the 
Greek Government, contracting officers will be guided by applicable principles 
enunciated in the Memorandum of Understanding. 

b. Standard clauses have been approved by the two governments for use, as 
appropriate, in contracts between them. These clauses have been used to 
prepare the contract form (Annex C). This form will be used in making 
fixed-price supply or service contracts with the Greek Government, regardless 
of the amount involved and the sources of appropriated dollar funds used. 
Deletions or deviations are not authorized without the prior approval of the 
Assistant Chief of Staff, G4, USAREUR (Chief, Proc Br), except as may be 
prescribed herein or by current directives. 

ce. The contract form referred to in b, above, consists of: 

(1) Cover Sheet, AE Form 487A. 

(2) Scheduie, AE Form 437B. 

(3) General Provisions, AE Form 437C. 

(4) Signature Sheet, AE Form 437D. 

d. Additions, deletions, and deviations in the contract form (b, above) are 
prescribed as follows: 

(1) The Renegotiation clause prescribed by the provisions of current 
directives will not be added to government-to-government contracts, regard- 
less of the amount involved and the source of appropriated dollar funds used. 

(2) The Examination of Records clause set forth in ASPR 7-104.15 will 
not be added to government-to-government contracts funded with MDAP 
appropriated dollars, regardless of the amount involved. This clause, how- 
ever, will be included in the Schedule (AE Form 437B) of government-to- 
government contracts funded with appropriated dollars other than MDAP 
appropriated dollars, except contracts which involve less than $1,000 in value. 

e. Other contract clauses may be added to the contract form referred to in b, 
above, as required by ASPR, APP, and other current directives. Contracting 
officers are authorized to include such additional clauses as they deem necessary, 
provided that such clauses are not inconsistent with the General Provisions (AE 
Form 437C) or with ASPR, APP, and other current directives. 

f. When it is desired to enter into government-to-government contracts with 
the Greek Government for other than supplies or services on a fixed-price basis, 
the fixed-price supply or service contract form referred to in b, above, will be 
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used as a guide in the preparation of the proposed contracts. Prior to solicita- 
tion, contracting officers will submit proposed contract forms to the Assistant 
Chief of Staff, G4, USAREUR (Attn: Chief, Proc Br), for approval. 

g. Each US-Greek government-to-government contract will be executed 
subject to the relevant provisions of the Memorandum of Understand- 
ing and, consequently, the provisions of the memorandum will be incorporated 
in the contract by reference and will become part of the eontract. 

In the interest of administrative economy, the memorandum need not be attached 
to the contract. The original Memoranda of Understanding are available in 
the National Archives of the United States in Washington, D.C. 

h. For the purpose of this circular, government-to-government contracts are 
defined as those contracts signed by a Greek Government official for, and on 
behalf of, the Greek Government. 

6. Government-to-Other than Government Contracts.—In negotiating contracts 
in Greece with legal entities other than the Greek Government, contracting officers 
will utilize contract forms and clauses prescribed by the ASPR, APP, and other 
current directives. 

7. Local Reproduction.—a. If additional copies of the Memorandum of Under- 
standing are required, authority is granted to reproduce them locally. The 
memorandum is not stocked by the USAREUR Adjutant General Publications 
and Records Center, 7879th Army Unit. 

b. The government-to-government contract form (Annex C) is available by | 
requisition on the USAREUR Adjutant General Publications and Records Center 
and may not be reproduced locally, unless specifically authorized by the Adjutant 
General, USAREUR. 

8. Limitation on Dissemination—The Memorandum of Understanding and the 
contract form represent the result of private negotiations between two govern- ‘ 
ments and, as such, will not be given public dissemination. In particular, these | 
negotiations will not be revealed to other foreign governments or nationals 
thereof. | 

9. Inability to Procure——When the contracting officer is unable to effect pro- ! 
curement because of the requirements of this circular, the facts will be sub- | 
mitted through channels to the Assistant Chief of Staff, G-4, USAREUR (Attn: ( 
Chief, Proc Br). | 

[AG 400.12 GLD—Heid Mil 7891] 
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By CoMMAND OF GENERAL MCAULIFFE: 


OFFICIAL : 
[SEAL] 1 
Bruce EAS_Ley, Jr., JoHN F. UNCLEs, d 
Brigadier General, USA, Maj Gen, GS 
Adjutant General. Chief of Staff. 

3 Annexes: 


1. Memo of Understanding (Annex A). 

2. Memo of Understanding (Annex B). 

3. Contract Form (Annex C). 
DISTRIBUTION : As prescribed in UPC 1, 1955. 
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ANNEX A 


MEMORANDUM OF UNDERSTANDING 


The basic principles and policies governing the operation in Greece of the United 
States Offshore Procurement Program are set forth in the following Memoranda 
of Understanding exchanged between the Government of the United States and 
the Government of Greece: 

(a) Memoranda of Understanding on Inspection and Acceptance Testing, 
Security, and Temporary Storage, acceptance of which was confirmed by the ¢ 
Royal Ministry of Foreign Affairs in Note Verbal No. 1614 of December 17, 1952, j 
and by the American Embassy in its Note No. 219 of December 24, 1952. € 

(b) Memorandum of Understanding Re Implementation of the Common De- L 

fense Program and any and all Foreign Aid Programs of the United States, 
Concerning Privileges, Immunities and Exemptions from Taxes or Other Levies 
and Charges, acceptance of which was effected by an exchange of notes between 
the Royal Ministry of Foreign Affairs and the American Embassy on February 4, 
1953. 
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It is desirable to establish within the framework of the aforementioned Memo- 
randa certain interpretive and procedural understandings concerning the 
operation of the Offshore Procurement Program in Greece. 

At the time the aforementioned Memoranda of Understanding were exchanged, 
the nature of the operation of the Offshore Procurement Program in Greece was 
such as to make unnecessary detailed reference to contracts between the Govern- 
ment of the United States and the Government of Greece (as distinct from 
contracts between the Government of the United States and private manufac- 
turers). It is recognized that certain eventualities are now contemplated which 
will make it desirable in the mutual interest of the two governments that 
contracts be entered into directly between the Governments, although in suitable 
cases contracts will continue to be placed with private contractors. Procurement 
of a type which requires a high degree of supervision and control by the Govern- 
ment of Greece may be better adapted to the Government-to-Government form of 
contract, even though the manufacturing process might not actually be conducted 
in an establishment operated by the Government of Greece. 

In the event that such a contract is entered into by the two governments, it is 
agreed that no profit of any nature will be made by the Government of Greece. 
It is recognized, however, that even though no allowance for profit is to be 
included in any contract price quoted by the Government of Greece, a profit may 
be inadvertently realized in the event that expenditures of the Government of 
Greece under the contract prove to be less than the total contract price; therefore, 
the Government of Greece agrees to determine whether it has in fact realized 
any such profit, in which event, or in the event that the United States Government 
considers that such profit may have been realized, the Government of Greece 
will enter into conversations with the United States Government for the purpose 
of determining the existence and the amount of such profit. During these conver- 
sations, the United States Government shall have access to such information 
as may be helpful. In the computation of profits hereunder, the government-to- 
government contracts shall be taken collectively, and net gains and losses result- 
ing from fluctuations in exchange rates shall be taken into consideration. If 
it is established that a profit has in fact been realized by the Government of 
Greece on such contracts, the amount of the profit shall be refunded to the United 
States Government under arrangements and procedures to be agreed upon 
between the two governments. Such computation shall cover the period ending 
December 31, 1956, and/or such later periods as may be agreed to by the 
Governments. 

Standard clauses for use in such Government-to-Government contracts shall, 
to the extent appropriate, be in the form set forth in the attached Model Contract. 
Additional clauses may be included as appropriate in particular contracts. 

With respect to the Offshore Procurement Program in general, it is understood 
that the undertaking of the Government of Greece to facilitate the Offshore Pro- 
curement Program included extending to offshore procurement contractors and 
subcontractors similar benefits and aids to those accorded to defense contractors 
and subcontractors of the Government of Greece. Such aids and benefits include 
not less than equal priorities with respect to materials, manpower, and credit 
arrangements. Exchange control, import, export or other licenses required to 
implement the Offshore Procurement Program will be granted and expedited. 

Material classified by the United States Government to be made available 
to a contractor or subcontractor will not be delivered to the contractor or sub- 
contractor directly but will be delivered to the appropriate Ministry of the 
Greek Government. That Mixistry will transmit the material to the contractor 
or subcontractor under such procedures as will assure the same protection as 
would be afforded to Greek material or data of equivalent classification. Upon 
such transmittal the criminal laws, regulations, and other sanctions of the Greek 
Government respecting security shall apply. 

The Government of Greece agrees that it will not permit any material or data 
classified by the United States and received by the Government of Greece for 
purposes of offshore procurement contracting, or end items made with the 
assistance thereof, to be made available to any person, organization or Govern- 
ment without the permission of the United States Government. 
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ANNEX B 


MEMORANDUM OF UNDERSTANDING BETWEEN THE GOVERNMENT OF GREECE AND THE 
GOVERNMENT OF THE UNITED STATES REGARDING OFFSHORE PROCUREMENT CON- 
TRACTS IN GREECE 


INSPECTION AND ACCEPTANCE TESTING 


With reference to negotiations being conducted in Greece between representa- 
tive of the United States Government and Greek industries interested in the 
production of munitions, explosives, and other military requirements of countries 
participating in the North Atlantic Treaty Organization, as well as the dis- 
eussions that occurred between the representative of the Greek Government and 
the Government of the United States, the following is understood : 

When requested by the Government of the United States, the Greek Govern- 
ment, through its Ministry of Defense, will conduct, at its own expense with its 
own equipment and technical organization, the required inspection and accept- 
ance testing, quality control tests during production, and final inspection of the 
military requirements produced by Greek industries under the above-described 
contracts with the Government of the United States. 

Inspection testing will be conducted according to the proofing standards 
presently in use by the Greek National Army, and, as necessary, with those 
established by the authorities of the United States. The Greek Government 
will certify to the United States Government that the products so inspected meet 
all certification and other requirements of the contract. The United States 
may verify such inspection. 

Final authority in the matter of inspection, testing, quality control, and 
acceptance shall be vested in the United States contracting officer or his delegated 
representative. 

SECURITY 


With reference to negotiations being conducted in Greece between representa- 
tives of the United States Government and Greek industries interested in the 
production of munitions, explosives, and other military requirements of countries 
participating in the North Atlantic Organization, as well as the discussions 
that occurred between the representatives of the Greek Government and the 
Government of the United States, the following is understood : 

The Greek Government will, in the interest of maintaining security, provide 
where necessary, through the appropriate organization of the Greek Government, 
advice as to the security conditions existing in various plants where offshore 
procurement contracts are being contemplated, will make security checks of 
personnel in such plants, and will insure the security of classified data provided 
by the United States Government for the fulfillment of offshore procurement 
contracts. 


’ 
TEMPORARY STORAGE 


With reference to negotiations being conducted in Greece between representa- 
tives of the United States Government and Greek industries interested in the 
production of munitions, explosives, and other military requirements of countries 
participating in the North Atlantic Treaty Organization, as well as the discus- 
sions that occurred between the representatives of the Greek Government and 
the Government of the United States, the following is understood: 

The Greek Government will provide at its own expense temporary storage for 
a period not exceeding sixty days following final acceptance by the U. S. Author- 
ities or for such other additional period of time and under such terms as may 
be mutually agreed upon pending shipment of any military requirements pro- 
duced by Greek industries under the above-described contracts with the Govern- 
ment of the United States. 
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ANNEX B 
CovER SHEET 


IIE SIO a cs ccansancescnisaiptinindadienesceusmaiialiiin 


NEGOTIATED CONTRACT for the Procurement of Supplies, Services, and Materials 
in Greece 


This contract is entered into pursuant to the provisions of Section 2 (c) (1) 
of the Armed Services Procurement Act of 1947, as amended (41 U. 8. Code 151, 
et seq.) and other applicable law. 

BURNIE, SRI RENEE © 0 ign gh scim esconssonapategiiniosiarts pimminimmaiateat on gueetie aiaeenncierdaaana amie aac 

Amount of Contract: 

OE REE cconcin oo iseeeie eka ees eanmeabananaee 


PAYMENT: to be made in United States Dollars 


TD cree danas penicn eoqnsiicqtptnncenpenpsl-beplleeniptirtlbinaaaginterapes icin teiaietmaanmenh ami iaadil 
by and between the United States of America (hereinafter called the United 
States Government) represented by the Contracting Officer executing this con- 
tract and the Government of Greece (hereinafter called the Greek Govern- 
ment). represented Oy 20.2 ci we cneieianen a Boe es wa 

This contract is executed subject to the agreement and conditions included in 
the Memorandum of Understanding between the United States Government and 
the Greek Government relating to procurement of supplies, services and materials 
dated July 30, 1954. 

The parties hereto agree that the Greek Government shall furnish and deliver 
all of the supplies and perform all the services set forth in the Schedule for 
the consideration stated therein. 





SCHEDULE 
Supplies or | Quantity Unit Price Amount 
Unit Excl taxes | [Excl taxes 


Item No. Services | (Number of | 
Units) | 


nL [eeeaans item fae 








ToTaL CONTRACT 
Pric—E Exc. TAaxXEs: 
GENERAL PROVISIONS 
1. Definitions 

As used throughout this contract the following terms shall have the meanings 
set forth below : 

(a) The term “Secretary” means the Secretary, the Under-Secretary, or any 
Assistant Secretary of the United States Military Department concerned; and 
the term “his duly authorized representative’ means any person or persons 
(other than the Contracting Officer) authorized to act for the Secretary. 

(b) The term “Contracting Officer” means the person executing this contract 
on behalf of the United States Government, and any other officer or civilian 
employee who is a properly designated Contracting Officer; and the term in- 
cludes, except as otherwise provided in this contract, the authorized representa- 
tive of a Contracting Officer acting within the limits of his authority. 

(c) The term “United States Government” means the United States of 
America. 

(d) The term “Greek Government” means the Government of Greece or any 
officer duly authorized to act on behalf of the Greek Government in relation to 
this contract. 

(e) Except as otherwise provided in this contract, the term “subcontracts” 
means any agreement, contract, subcontract, or purchase order made by the 
Greek Government with any contractor in fulfillment of any part of this con- 


tract, and any agreements, contracts, subcontracts or purchase orders there- 
under. 
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2. Changes 
The Contracting Officer may at any time, by a written order make changes, 
within the general scope of this contract, in any one or more of the following: 
(i) Drawings, designs, or specifications, where the supplies to be fur- 
nished are to be specially manufactured for the United States Government 

in accordance therewith ; 

(ii) Method of shipment or packing ; and 

(iii) Place of delivery. 

If any such change causes an increase or decrease in the cost of, or the 
time required for, performance of this contract an equitable adjustment shall 
be made in the contract price or delivery schedule, or both, and the contract 
shall be modified in writing accordingly. Any claim by the Greek Government 
for adjustment under this clause must be asserted within thirty days from the 
date of receipt by the Greek Government of the notification of change; pro- 
vided, however, that the Contracting Officer, if he decides that the facts justify 
such action, may receive and act upon any such claim asserted at any time 
prior to final payment under this contract. Nothing in this clause shall excuse 
the Greek Government from proceeding with the contract as changed. 


3. Extras 


Except as otherwise provided in this contract, no payment for extras shall 
be made unless such extras and the price therefor has been authorized in writing 
by the Contracting Officer. 


4. Variation in quantity 
No variation in the quantity of any item called for by this contract will be 
accepted unless such variation has been caused by conditions of loading, ship- 


ping, or packing, or allowances in manufacturing processes, and then only to 
the extent, if any, specified elsewhere in this contract. 


5. Inspection 


(a) Adequate inspection and test of all supplies (which term throughout 
this clause includes without limitation raw materials, components, intermediate 
assemblies, and end products) to insure conformity with drawings, designs and 
specifications of the contract shall be effected by the Greek Government. 

(b) The Greek Government will furnish a certificate or certificates stating 
that the inspection has been made and that all supplies, services or materials 
covered by the certificate meet all requirements of the schedules, drawings and 
designs and specifications of the contract. 

(c) United States Government representatives shall have the right to verify 
the certifications and to verify that (1) the end items conform to standards 
and to drawings, design and specifications and (2) the quantity of end items 
specified is delivered. United States representatives will notify the appropriate 
Greek Government representatives when they intend to conduct inspections and 
such inspections will, insofar as feasible, be conducted promptly. 

(d) In ease any supplies or lots of supplies are defective in material or 
workmanship or otherwise not in conformity with the requirements of this 
contract, the United States Government shall have the right to either reject 
them (with or without instructions as to their disposition) or to require their 
eorrection. Supplies or lots of supplies which have been rejected or required 
to be corrected shall be removed or corrected in place, as requested by the 
Contracting Officer, by and at the expense of the Greek Government promptly 
after notice, and shall not again be tendered for acceptance unless the former 
tender and either the rejection or requirement for correction is disclosed. 

(1) The Greek Government will provide and require their contractors and 
subcontractors to provide to the United States Government inspectors, without 
additional charge to the United States Government, reasonable facilities and 
assistance for the safety and convenience of the United States Government rep- 
resentatives in the performance of their duties. Final acceptance or rejection 
of the supplies shall be made as promptly as practicable after delivery, except 
as otherwise provided in this contract; but failure to inspect and accept or 
reject supplies shall neither relieve the Greek Government from responsibility 
for such supplies as are not in accordance with the contract requirements nor 
impose liability on the United States Government therefor. 

(2) The inspection and test by the United States Government of any sup- 
plies or lots thereof does not relieve the Greek Government from any responsi- 
bility regarding defects or other failures to meet the contract requirements 
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which may be discovered prior to final acceptance. Except as otherwise pro- 
vided in this contract, final acceptance shall be conclusive except as regards 
latent defects. 

(3) The Greek Government shall provide and maintain an inspection system 
acceptable to the United States Government covering the supplies hereunder. 
Records of all inspection work by the Greek Government shall be kept com- 
plete and available to the United States Government during the performance 
of this contract and for such longer period as may be specified elsewhere in 
this contract. 


6. Responsibility for supplies 


Except as otherwise provided in this contract, (1) the Greek Government 
shall be responsible for the supplies covered by this contract until they are 
delivered at the designated delivery point, regardless of the point of inspection; 
and (2) the Greek Government shall bear all risks as to rejected supplies after 
notice of rejection. 


7. Termination 


(a) The performance of work under this contract may be terminated by the 
United States Government in accordance with this clause in whole, or, from 
time to time, in part, whenever the Contracting Officer shall determine that 
such termination is in the best interests of the United States Government. 
Any such termination shall be effected by delivery to the Greek Government 
of a Notice of Termination specifying to the extent to which performance of 
work under the contract is terminated, and the date upon which such termi- 
nation becomes effective. 

(b) After receipt of a Notice of Termination, and except as otherwise di- 
rected by the Contracting Officer, the Greek Government shall (1) stop work 
under the contract on the date and to the extent specified in the Notice of 
Termination; (2) place no further orders or subcontracts for materials, services, 
or facilities except as may be necessary for completion of such portion of the 
work under the contract as is not terminated; (3) terminate all orders and 
subcontracts to the extent that they relate to the performance of work termi- 
nated by the Notice of Termination; (4) assign to the United States Govern- 
ment, in the manner, at the times, and to the extent directed by the Contracting 
Officer; all of the right, title, and interest of the Greek Government under the 
orders and subcontracts so terminated; (5) settle all outstanding liabilities and 
all claims arising out of such termination of orders and subcontracts, with 
the approval or ratification of the Contracting Officer to the extent he may 
require, which approval or ratification shall be final for all the purposes of 
this clause; (6) transfer title and deliver to the United States Government, 
in the manner, at the times, and to the extent, if any, directed by the Con- 
tracting Officer, (i) the fabricated or unfabricated parts, work in process, com- 
pleted work, supplies, and other material produced as a part of, or acquired in 
connection with the performance of, the work terminated by the Notice of 
Termination, and (ii) the completed or partially completed plans, drawings, 
information, and other property which, if the contract had been completed, 
would have been required to be furnished to the United States Government; 
(7) use its best efforts to sell, in the manner, at the times, to the extent, and at 
the price or prices directed or authorized by the Contracting Officer, any 
property of the types referred to in provision (6) of this paragraph, provided, 
however, that the Greek Government (i) shall not be required to extend credit 
to any purchaser, and (ii) may acquire any such property under the condi- 
tions prescribed by and at a price or prices approved by the Contracting 
Officer; and provided further that the proceeds of any such transfer or dis- 
position shall be applied in reduction of any payments to be made by the 
United States Government to the Greek Government under this contract or 
shall otherwise be credited to the price or cost of the work covered by this 
contract or paid in such other manner as the Contracting Officer may direct; 
(8) complete performance of such part of the work as shall not have been 
terminated by the Notice of Termination; and (9) take such action as may 
be necessary, or as the Contracting Officer may direct, for the protection and 
preservation of the property related to this contract which is in the possession 
of the Greek Government and in which the United States Government has 
or may acquire an interest. At any time after expiration of the plant clear- 
ance period, as defined in Section VIII, Armed Services Procurement Regu- 
lation, as it may be amended from time to time, the Greek Government may 
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submit to the Contracting Officer a list, certified as to quantity and quality, 
of any or all items of termination inventory not previously disposed of, ex- 
clusive of items the disposition of which has been directed or authorized by 
the Contracting Officer, and may request the United States Government to 
remove such items or enter into a storage agreement covering them. Not 
later than fifteen (15) days thereafter, the United States Government will 
accept title to such items and remove them or enter into a storage agreement 
covering the same, provided that the list submitted shall be subject to veri- 
fication by the Contracting Officer upon removal of the items, or-if the items 
are stored, within forty-five (45) days from the date of submission of the list, 
and any necessary adjustment to correct the list as submitted shall be made 
prior to final settlement. 

(c) After receipt of a Notice of Termination, the Greek Government shall 
submit to the Contracting Officer its termination claim, in the form and with 
the certification prescribed by the Contracting Officer. Such claim shall be sub- 
mitted promptly but in no event later than two years from the effective date of 
termination, unless one or more extensions in writing are granted by the Con- 
tracting Officer, upon request of the Greek Government made in writing within 
such two-year period or authorized extension thereof. However, if the Con- 
tracting Officer determines that the facts justify such action, he may receive 
and act upon any such termination claim at any time after such two-year period 
or any extension thereof. Upon failure of the Greek Government to submit its 
termination claim within the time allowed, the Contracting Officer may deter- 
mine, on the basis of information available to him, the amount, if any, due to 
the Greek Government by reason of the termination and shall thereupon pay to 
the Greek Government the amount so determined. 

(d) Subject to the provisions of paragraph (c), the Greek Government and 
the Contracting Officer may agree upon the whole or any part of the amount or 
amounts to be paid to the Greek Government by reason of the total or partial 
termination of work pursuant to this clause. The contract shall be amended 
accordingly, and the Greek Government shall be paid the agreed amount. 

(e) Any determination of costs under paragraph (c) hereof shall be governed 
by the Statement of Principles for Consideration of Costs set forth in Part 4 of 
Section VIII of the Armed Services Procurement Regulation, as in effect on the 
date of this contract. 

(f) In arriving at the amount due the Greek Government under this clause 
there shall be deducted (1) all unliquidated payments on account theretofore 
made to the Greek Government, (2) any claim which the United States Govern- 
ment may have against the Greek Government in connection with this contract, 
and (3) the agreed price for, or the proceeds of sale of, any materials, supplies, 
or other things acquired by the Greek Government or sold, pursuant to the pro- 
visions of this clause, and not otherwise recovered by or credited to the United 
States Government. 

(g) If the termination hereunder be partial, prior to the settlement of the 
terminated portion of this contract, the Greek Government may file with the 
Contracting Officer a request in writing for an equitable adjustment of the price 
or prices specified in the contract relating to the continued portion of the contract 
(the portion not terminated by the Notice of Termination) and such equitable 
adjustment as may be agreed upon shall be made in such price or prices. 

(h) Upon notification to the United States Government by the Greek Govern- 
ment that the Greek Government is precluded from performing the contract in 
accordance with its terms and conditions due to circumstances beyond its control 
the two Governments will consult with a view toward negotiating an amend- 
ment to this contract. If the two Governments cannot agree to an amendment 
extending the time of performance or otherwise modifying the contract so as to 
enable the Greek Government to perform it, the United States Government may 
terminate this contract by reason of the inability of the Greek Government to 
perform it. Such termination shall be without cost to the United States Govern- 
ment and without liability of either Government to the other; provided that 
the parties hereto may agree upon the transfer to the United States Government 
of any or all of the property of the types referred to in paragraph (b) (6) above, 
in which event the United States Government will pay to the Greek Government 
(i) the price provided in the contract for items completed in accordance with 
the contract requirements, and (ii) a price mutually agreed upon for other items. 

(i) Unless otherwise provided for in this contract, or by applicable statute, the 
Greek Government, from the effective date of termination and for a period of 








GENERAL ACCOUNTING OFFICE IN. EUROPE 631 


six years after final settlement under this contract, shall preserve and make 
available to the United States Government at all reasonable times at the office 
of the Greek Government but without direct charge to the United States Govern- 
ment, all its books, records, documents, and other evidence bearing on the costs 
and expenses of the Greek Government under this contract and relating to the 
work terminated hereunder, or, to the extent approved by the Contracting Officer, 
photographs, micro-photographs, or other authentic reproductions thereof. 

8. Taves 

(a) The contract prices, including the prices in subcontracts hereunder, do 
not include any tax or duty which the Government of the United States and the 
Government of Greece have agreed shall not be applicable to expenditures in 
Greece by the United States, or any other tax or duty not applicable to this 
contract under the laws of Greece. If any such tax or duty has been included 
in the contract prices through error or otherwise, the contract. prices shall be 
correspondingly reduced. 

(b) If, after the contract date, the Government of the United States and the 
Government of Greece shall agree that any tax or duty included in the contract 
prices shall not be applicable to expenditures in Greece by the United States, 
the contract prices shall be reduced accordingly. 


9. Subcontracting 


(a) The Greek Government undertakes that in any subcontract made in con- 
nection with this contract they will employ the same procurement methods and 
procedures as they employ in contracting for their own requirements, 

(b) The Greek Government agrees to indemnify and save harmless the United 
States Government against all claims and suits of whatsoever nature arising 
under or incidental to the performance of this contract, by any subcontractor 
against the Greek Government or the United States Government. 


10. Payments 


The Greek Government shall be paid, upon the submission of properly certified 
invoices or vouchers, the prices stipulated herein for supplies delivered and 
accepted or services rendered and accepted, less deductions, if any, as herein 
provided. Unless otherwise specified, payment will be made on partial deliveries 
accepted by the United States Government when the amount due on such deliv- 
eries so warrants; or, when requested by the Greek Government, payment for 
accepted partial deliveries shall be made whenever such payment would equal or 
exceed either $1,000 or 50% of the total amount of this contract. 


11, United States officials not to benefit 


No member of or delegate to Congress of the United States, or resident com- 
missioner of the United States shall be admitted to any share or part of this 
contract, or to any benefit that may arise therefrom; but this provision shall 


not be construed to extend to this contract if made with a corporation for its 
general benefit. 


12. Covenant against contingent fees 


The Greek Government warrants that no person or selling agency has been 
employed or retained to solicit or secure this contract upon an agreement or 
understanding for a commission, percentage, brokerage, or contingent fee, except- 
ing bona fide employees or bona fide established commercial or selling agencies 
maintained by the Greek Government for the purpose of securing business. For 
breach or violation of this warranty the United States Government shall have 
the right to annul this contract without liability or in its discretion to deduct 
from the contract price or consideration the full amount of such commission, 
percentage, brokerage, or contingent fee. 


13. Gratuities 


The Greek Government agrees to apply to this contract the provisions embodied 
in Section 631 of Public Law 179 and Section 629 of Public Law 488, 82nd Con- 


gress of the United States, and like provisions embodied in subsequent United 
States appropriation acts. 


14. Filing of patent applications 


While and so long as the subject matter of this contract is classified securit; 
information, the Greek Government agrees that it will not file, or cause to be 
filed, an application or registration for patent disclosing any of said subject 
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matter without first referring the proposed application or registration to the 
Contracting Officer for determination as to whether, for reasons of security, 
permission to file such application or registration should be denied, or whether 
such application may be filed on conditions imposed by the Contracting Officer. 


15. Copyright 


(a) The Greek Government agrees to and does hereby grant to the United 
States Government, and to its officers, agents and employees acting within the 
scope of their official duties, (i) a royalty-free, nonexclusive and irrevocable 
license to publish, translate, reproduce, deliver, perform, use, and dispose of, and 
to authorize, in behalf of the United States Government or in the furtherance of 
mutual defense, others so to do, all copyrightable material first produced or 
composed and delivered to the United States Government under this contract by 
the Greek Government, its employees or any individual or concern specifically 
employed or assigned to originate and prepare such material; and (ii) a license 
as aforesaid under any and all copyrighted or copyrightable work not first pro- 
duced or composed by the Greek Government in the performance of this contract 
but which is incorporated in the material furnished under the contract, provided 
that such license shall be only to the extent that the Greek Government now has 
or prior to completion of final settlement of this contract may acquire, the right 
to grant such license without becoming liable to pay compensation to others 
solely because of such grant. 

(b) The Greek Government agrees that it will exert all reasonable effort to 
advise the Contracting Officer, at the time of delivering any copyrightable or 
copyrighted work furnished under this contract, or any adversely held copy- 
righted or copyrightable material incorporated in any such work and of any 
invasion of the right of privacy therein contained. 

(c) The Greek Government agrees to report to the Contracting Officer, 
promptly and in reasonable written detail, any notice or claim of copyright 
infringement received by the Greek Government with respect to any material 
delivered under this contract. 


16. Guaranty 


The Greek Government undertakes that the benefit of any guarantee obtained 
in respect of any subcontract shall be passed on to the United States Govern- 
ment. 


17. Security 

Any materials, documents, designs, drawings or specifications delivered by the 
United States Government to the Greek Government and any materials, docu- 
ments, designs, drawings, specifications or supplies delivered by the Greek 
Government to the United States Government in the performance of this con- 
tract, which are classified by the originating Government as “Top Secret”, 
“Secret”, “Confidential” or “Restricted”, shall be given a security classification 
by the recipient Government which will afford to the material substantially the 
same degree of security as that afforded by the originating Government and 
shall be treated by the recipient Government as its own classified material of 
that security grading. 

The recipient Government will not use such material including information, 
or permit it to be used, for other than military purposes and will not disclose 
such material, or permit it to be disclosed, to another nation without the consent 
of the originating Government. 
’ The recipient Government will, upon request, give to the originating Govern- 
ment an acknowledgement of receipt in writing for any such classified material. 

The recipient Government agrees to include appropriate provisions covering 
military security material including information in all subcontracts hereunder. 


18. Technical information 

The Greek Government agrees that the United States Government shall have 
the right to duplicate, use and disclose, in behalf of the United States Govern- 
ment or in the furtherance of mutual defense, all or any part of the reports, 
drawings, blueprints, data and technical information, specified to be delivered 
by the Greek Government to the United States Government under this contract. 


19. Assignment of claims 
No claim arising under this contract shall be assigned by the Greek Govern- 


ment except as follows: : 
(a) Pursuant to the provisions of the Assignment of Claims Act of 1940 as 
amended (31 U. S. Code 203, 41 U. S. Code 15), if this contract provides for 
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payments aggregating $1,000 or more, claims for moneys due or to become due 
the Greek Government from the United States Government under this contract 
may be assigned to a bank, trust company, or other financing institution, includ- 
ing any Federal lending agency, and may thereafter be further assigned and 
reassigned to any such institution. Any such assignment or reassignment shall 
cover all amounts payable under this contract and not already paid, and shall 
not be made to more than one party, except that any such assignment or reas- 
signment may be made to one party as agent or trustee for two or more parties 
participating in such financing. 

(b) In no event shall copies of this contract or of any plans, specifications, or 
other similar documents relating to work under this contract, if marked “Top 
Secret’, “Secret”, “Confidential”, or “Restricted” be furnished to any assignee 
of any claim arising under this contract or to any other person not entitled to 
receive the same; provided, that a copy of any part or all of this contract so 
marked may be furnished, or any information contained therein may be dis- 
closed to such assignee upon the prior written authorization of the Contracting 
Officer. 

20. Labor relations and standards 


The provisions of this contract and the performance hereunder shall be sub- 
ject to and in accordance with the laws of the Government of Greece and any 
political subdivision thereof, from time to time in effect, which govern the hours, 
wages, labor relations (including collective bargaining), workman’s compensa- 
tion, working conditions, and other matters pertaining to labor. 


21. Reporting of royalties 


If this contract is in an amount which exceeds $10,000 the Greek Government 
agrees to report in writing to the Contracting Officer during the performance of 
this contract the amount of royalties paid or to be paid by it directly to others 
in the performance of this contract. The Greek Government further agrees 
(i) to furnish in writing any additional information relating to such royalties 
as may be requested by the Contracting Officer, and (ii) to insert a provision 
similar to this clause in any subcontract hereunder which involves an amount 
in excess of the equivalent of ten thousand United States dollars. 


SIGNATURE SHEET 


The rights and obligations of the parties to this Contract shall be subject to 
and governed by the Cover Sheet, the Schedule consisting of _.___- numbered 
pages, the General Provisions consisting of 6 numbered pages and this Signature 
Sheet. To the extent of any inconsistency between the Schedule or the General 
Provisions, and any specifications or other provisions which are made a part of 
this Contract by reference or otherwise, the Schedule and the General Provi- 
sions shall control. To the extent of any inconsistency between the Schedule 
and the General Provisions, the Schedule shall control. It is agreed that quota- 
tions and/or conversations leading up to and during the negotiations of this 
Contract have been consummated by signing this Contract which, together with 
the Memorandum of Understanding of July 30, 1954 and the agreements refer- 
enced therein, constitutes the entire agreement between the parties hereto. 
The provisions of this Contract shall be interpreted on the basis of the laws of 
the United States and the English language version of the Contract. 

In Witness WHereor, the parties hereto have executed this Contract as of 
the day and year first above written. 


Tue UNITED STATES OF AMERICA THE KINGDOM OF GREECE 
BE ojncecttn hacia iesc vanes alee ane aeoiae BR escheat a ee ehh eee ene ee 
(Authorized Officer) 
ik foi ac (Contracting officer) - AO GR ore Bais hes 
5 a “(Address)—<“i—sS hth (1) ne? tert 16 
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HEADQUARTERS, UNITED States ARMy, EUROPE 


APO 403 
PROCUREMENT CIRCULAR 
NUMBER 15 
10 October 1955 
CONTRACTING IN TURKEY 


1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in Turkey with appropriated 
dollar funds, except such procurement activities as may be specifically exempted. 

2. Purpose.—The purpose of this circular is to: 

a. Make available, for information and guidance, a copy of the Memorandum 
of Understanding between the Government of the United States of America and 
the Government of the Republic of Turkey Relating to Offshore Procurement, 
29 June 1955 (Annex A). 

b. Prescribe the contract forms to be used in Turkey. 

3. Memorandum of Understanding.—a. The Memorandum of Understanding 
sets forth certain principles and policies which the two Governments have agreed 
will govern the contracts placed by the US Government with the Turkish Gov- 
ernment or direct with individuals, firms, or other legal entities in Turkey, 
regardless of the amount involved and the source of appropriated dollar funds 
used. 

b. The Memorandum of Understanding contains principles and policies relating 
to intergovernmental coordination; contract placement; parties to contracts; 
contract assistance; supply of equipment, materials, and manpower; security ; 
inspection ; credit arrangements; licenses; taxes; protection of US property and 
personnel; destination of end items; contract terms; reporting of subcontracts; 
and refunding of profits. 

4. Government-to-Government Contracts—a. In negotiating contracts with 
the Turkish Government, contracting officers will be guided by applicable prin- 
ciples enunciated in the Memorandum of Understanding. 

b. Standard clauses have been approved by the two Governments for use, as 
appropriate, in contracts between them. These clauses have been used to 
prepare the contract form (Annex B). This form will be used in making fixed- 
price supply or service contracts with the Turkish Government, regardless of 
the amount involved and the source of appropriated dollar funds used. Dele- 
tions or deviations are not authorized without the prior approval of the Assistant 
Chief of Staff, G-4, USAREUR (Attn: Chief, Proc Br), except as may be pre- 
scribed herein or by current directives. 

ce. The contract form referred to in b, above, consists of : 

(1) Cover Sheet, AE Form 22214. 

(2) Schedule, AB Form 2221B. 

(3) General Provisions, AE Form 2221C. 

(4) Signature Sheet, AE Form 2221D. 

d. Additions, deletions, and deviations in the contract form (see b, above) 
are prescribed as follows: 

(1) The Renegotiation Clause prescribed by the provisions of current 
directives will not be added to government-to-government contracts, regard- 
less of the amount involved and the source of appropriated dollar funds used. 

(2) Clause 21 (Examination of Records) of the General Provisions (AE 
Form 2221C) may be deleted under the circumstances set forth in USAREUR 
Procurement Circular 16, 1953. 

e. Other contract clauses may be added to the contract form referred to in b, 
above, as required by Armed Services Procurement Regulation, Army Procure- 
ment Procedure, and other current directives. Contracting officers are authorized 
to include such additional clauses as they deem necessary, provided that such 
clauses are not inconsistent with the General Provisions (AE Form 2221C) or 
with Armed Services Procurement Regulation, Army Procurement Procedure 
and other current directives. 

f. When it is desired to enter into government-to-government contracts with 
the Turkish Government for other than supplies or services on a fixed-price 
basis, the fixed-price supply or service contract form referred to in b, above, 
will be used as a guide in the preparation of the proposed contracts. Prior to 
solicitation, contracting officers will submit proposed contracts to the Assistant 
Chief of Staff, G-4, USAREUR (Attn: Chief, Proc Br), for approval. 

















GENERAL ACCOUNTING OFFICE IN EUROPE 635 


g. Each US-Turkey government-to-government contract will be executed subject 
to the relevant provisions of the Memorandum of Understanding and, conse- 
quently, the provisions of the memorandum will be incorporated in the contract 
by reference and will become a part of the contract. In the interest of admin- 
istrative economy, the memorandum need not be attached to the contract. 
The original Memorandum of Understanding is available in the National 
Archives of the United States in Washington, D. C. 

h. For the purpose of this circular, government-to-government contracts are 
defined as those contracts signed by a Turkish Government official for, and on 
behalf of, the Turkish Government. 

5. Government-to-Other-Than-Government Contracts.—In negotiating contracts 
in Turkey with legal entities other than the Turkish Government, contracting 
officers will utilize contract forms and clauses prescribed by Armed Services 
Procurement Regulation, Army Procurement Procedure, and other current 
directives. 

6. Local Reproduction.—a. If additional copies of the Memorandum of Under- 
standing (Annex A) are required, authority is granted to reproduce them locally. 
The memorandum is not stocked by the USAREUR Adjutant General Publica- 
tions and Reeords Center, 7T879th Army Unit. 

b. The government-to-government contract form (Annex B) is available by 
requisition on the USAREUR Adjutant General Publications and Records Cen- 
ter and may not be reproduced locally, unless specifically authorized by the 
Adjutant General, USAREUR. 

7. Limitation on Dissemination.—The Memorandum of Understanding and the 
contract form represent the result of private negotiations between two govern- 
ments and, as such, will not be given public dissemination. In particular, these 
negotiations will not be revealed to other foreign governments or nationals 
thereof. 

8. Inability to Procure—When the contracting officer is unable to effect pro- 
curement because of the requirements of this circular, the facts will be sub- 


mitted through channels to the Assistant Chief of Staff, G-4, USAREUR (Attn: 
Chief, Proce Br). 


(AG 400.12 GLD—Heid Mil 7891) 
By COMMAND OF GENERAL MCAULIFFE: 


OFFICIAL: 


BrucE EASLEY, JOHN }. UNCLES, 
[SEAL] Maj Gen, GS 
Brigadier General, USA Chief of Staff 


Adjutant General. 
2 Annexes: 

A. Memo of Understanding 

B. Contract Form 
DISTRIBUTION : As prescribed in UPC 1, 1955 
SPECIAL DISTRIBUTION : 4-TAGO-AGAO-I. 


ANNEX A 


MEMORANDUM OF UNDERSTANDING BETWEEN THE GOVERNMENT OF THE UNITED 
STATES OF AMERICA AND THE GOVERNMENT OF THE REPUBLIC OF TURKEY 
RELATING TO OFFSHORE PROCUREMENT 


This memorandum sets forth certain principles and policies which the Govern- 
ment of the United States of America (hereinafter called the United States 
Government) and the Government of the Republic of Turkey (hereinafter called 
thet Turkish Government) have agreed will govern the United States Offshore 
Procurement Program in Turkey. 


1. Scope and purpose of the offshore procurement program 


It is the intent of the United States Government to procure in countries partici- 
pating in the mutual security program those types of materials, services, sup- 
plies, construction and equipment appropriate either for mutual security military 
aid or for the direct use of United States Forces. The extent of this program in 
Turkey is dependent upon various considerations, including the ability of the 
United States Government to place contracts at reasonable prices with satisfac- 
tory delivery dates. It is intended that offshore procurement will materially 
contribuate to the combined defense productive capacity of the nations which are 
members of the North Atlantic Treaty Organization and nations allied or asso- 








636 GENERAL ACCOUNTING OFFICE IN EUROPE 


ciated with them for common defense, and will at the same time provide a means 
for increasing the dollar earnings of these countries. 

The United States Government will conduct offshore procurement in accord- 
ance with the laws of the United States governing military procurement and the 
mutual security program. It is also the intent of the United States that the 
offshore procurement program shall be carried out in Turkey in furtherance of 
the principles set forth in Section 413 of the Mutual Security Act of 1954, the 
Mutual Defense Assistance Control Act of 1951, and Article II (3) of the Eco- 
nomic Cooperation Agreement between the United States and Turkey of July 4, 
1948, as amended. 


2. Intergovernmental coordination 


The program of the United States Government for procurement of military 
end-items in Turkey will be coordinated with the defense program of the Turkish 
Government. Appropriate officials of the two Governments will consult on a 
continuing basis to study production problems and the carrying out of recom- 
mendations for the procurement of end-items required by the United States Gov- 
ernment. The two Governments will exchange information, as needed, and on 
a continuing basis, with respect to procurement plans, production facilities in 
Turkey and progress in the achievement of production objectives in Turkey. 


8. Contract placement by contracting officers 


It is understood that offshore procurement contracts will be placed and ad- 
ministered on behalf of the United States Government by contracting officers of 
the United States Military Departments. 


4. Parties to contracts 


United States contracting officers may contract directly with the Turkish 
Government or directly with individuals, firms, or other legal entities in Turkey. 


5. Contract assistance 


The Turkish Government will, upon request of the contracting officer, provide 
assistance in the selection of contractors and subcontractors and will assist the 
United States Government and individual contractors, to the extent necessary 
and appropriate to facilitate the administering and carrying out of offshore 
procurement contracts. 


6. Supply of equipment, materials and manpower 


The Turkish Government will accord to offshore procurement contractors 
and their subcontractors priorities for securing equipment, materials, man- 
power and services equal to those which are accorded contractors having similar 
types of contracts with the Turkish Government. 


7. Security 


In the case of procurement contracts placed by the United States Govern- 
ment with the Turkish Government, any classified material, including informa- 
tion, delivered by one Government to the other will be given a security classi- 
fication by the recipient Government which will afford to the material substan- 
tially the same degree of security as that afforded by the originating Govern- 
ment and will be treated by the recipient Government as its own classified ma- 
terial of that security grading. The recipient Government will not use such 
material, or permit it to be used, for other than military purposes and will not 
disclose such material, or permit it to be disclosed, to another nation without 
the consent of the originating Government. 

In the case of procurement contracts placed by the United States Govern- 
ment with private Turkish contractors, similar security arrangements for classi- 
fied material will be followed. Classified material of the United States Govern- 
ment needed by a contractor will be delivered to the appropriate Ministry of the 
Turkish Government. An official of that Ministry will transmit the material 
to the contractor in such a way as to make the provisions of Turkish security 
laws and regulations applicable to it. Such material will, prior to transmittal, 
receive a security classification of the Turkish Government which will afford 
to the material substantially the same degree of security as that afforded by the 
United States Government, and, at the time of transmittal, the Turkish Gov- 
ernment will notify the contractor that the classified material delivered to him 
is also classified material of the Turkish Government and subject to the provi- 
sions of Turkish security laws and regulations. 
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The Turkish Government will, upon request, conduct a security investigation 
of any prospective Turkish contractor to the United States Government in the 
same manner as such investigations are conducted in cases of defense procure- 
ment by the Turkish Government, and a recommendation resulting from such 
investigation will be made to the United States Government. 


No charges will be made by the Turkish Government for services rendered 
pursuant to this clause. 


8. Inspection 


Inspection of all materials, services, supplies, construction and equipment 
procured by the United States Government in Turkey either from the Turk- 
ish Government or Turkish manufacturers and suppliers shall be carried out 
by representatives of the Turkish Government when requested by the United 
States Government. In such cases, the Turkish Government will certify to the 
United States Government that the products meet all specifications and other 
requirements of the contract. It is not the intention of the United States Govy- 
ernment generally to duplicate inspections made by the Turkish Government, 
but the United States Government shall have the right to make independent 
inspections and verifications, and to make final decisions as to the acceptability 
of products. Inspection services (which term includes all materials and com- 
ponents furnished) rendered by the Turkish Government will be free of cost 
or charge to the United States Government. 


9. Credit arrangements 


It is understood that the Turkish Government will assist in providing Turk- 
ish contractors producing for the United States Offshore procurement program 
treatment concerning commercial bank priorities equal to that accorded to 
Turkish business establishments producing for the defense or export program 
of Turkey. 

10. Licenses 


The Turkish Government will grant, and facilitate the obtaining of, any 
necessary licenses, including exchange control, export and import licenses, which 
may be required in connection with any United States Government offshore 
procurement contract, whether placed in Turkey, other North Atlantic Treaty 
Organization countries, or other nations allied or associated with them for 
common defense, providing that the country concerned grants reciprocal treat- 
ment to Turkey in respect to offshore procurement contracts placed in Turkey. 


11. Tawves 


The provisions of the Tax Relief Agreement between the United States of 
America and Turkey, dated June 23, 1954, as well as the agreed procedures 
thereunder, are applicable to contracts and subcontracts previously let or which 
may be let under the United States offshore procurement program in Turkey. 


12. Standard contract clauses 


Standard clauses have been approved by the two Governments for use, as 
appropriate, in contracts between them. Other clauses, including modification 
of standard clauses, may be included in individual contracts between the two 
Governments. 


13. Protection of United States property and personnel 


1) a) It is understood that any interest of the United States Government in 
property acquired through or used in connection with offshore procurement 
contracts in Turkey will be immune from legal process or seizure. 

b) Likewise, it is understood that the United States Government is protected 
against suits or other legal action in Turkey as to any matter which may arise 
out of an offshore procurement contract. 

(2) Contracting officers and other authorized procurement personnel of United 
States nationality who are in Turkey in connection with the offshore procure- 
ment program will be considered to enjoy the status of members of the United 
States Forces and their civilian component under the NATO Status of Forces 
Agreement signed at London on June 19, 1951, and supplementary arrange- 
ments. Such contracting officers and other authorized procurement personnel 
are also protected from legal suits or process in Turkey as to any matter which 
may arise out of an offshore procurement contract. 
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14. Destination of end-items 


Although the determination of specifications and other requirements of par- 
ticular offshore procurement contracts may require a tentative identification 
of the recipient country to which the end-items are to be delivered, it is under- 
stood that the United States may subsequently amend any such prior determina- 
tion and identification as to which country shall be the ultimate recipient of the 
end-items produced. 


15. Contract terms 


Inasmuch as the statutes of the United States prohibit utilization of a contract 
upon which payment is based on cost plus a percentage of cost, it is under- 
stood that such a system of determining payment shall not be employed in 
contracts entered into between the United States Government and either private 
eontractors or the Turkish Government. Further, the Turkish Government 
advises that it will not utilize the type of contract in which payment is made 
on the basis of cost plus a percentage of cost in subcontracts under any contract 
between the United States Government and the Turkish Government. 

The Turkish Government advises that it does not have any law authorizing 


the recoupment of excess profits similar to the Renegotiation Act of the United 
States. 


16. Reporting of subcontracts 


On such contracts as are entered into between the United States Government 
and the Turkish Government, the Turkish Government will furnish to the 
United States contracting officers such information as may be requested regarding 
the placement by the Turkish Government of subcontracts and purchase orders 
under such government-to-government contracts. 


17. No profits clause 


On offshore procurement contracts, it is understood that no profit of any 
nature, including net gains resulting from fluctuations in exchange rates, will 
be made by the Turkish Government. The Turkish Government agrees to deter- 
mine whether it has realized any such profit, in which event, or in the event 
that the United States Government considers that such profit may have been 
realized, the Turkish Government agrees that it will immediately enter into 
conversations with the United States Government for the purpose of determining 
the existence and the amount of such profit. During these conversations, the 
Turkish Government shall furnish the United States Government such informa- 
tion as may be necessary to determine the facts. In the computation of profits 
hereunder, the contracts shall be taken collectively. If, as a result of conversa- 
tions between the respective Governments, it is established that profit has been 
realized by the Turkish Government on such contracts, it shall refund the 
amount of the profit to the United States Government under arrangements 
and procedures to be agreed upon between the two Governments. At the 
request of either Government, a refund adjustment will be accomplished on 
eompleted contracts at the earliest practicable date, but this adjustment must 
be effected on or before December 31, 1956, or such later dates as may be mutually 
agreed upon by the two Governments. This article shall not be construed as 
affecting in any manner any profit refunding provisions as may be contained 
in individual contracts. 

ANNEX B 


Cover SHEET 


Contract No 
NEGOTIATED ContTRACT for the Procurement of Supplies, Services and Materials in 
Turkey 
This contract is entered into pursuant to the provisions of Section 2(c) (1) of 
the Armed Services Procurement Act of 1947, as amended (41 U. 8S. Code 151 
et seq.) and other applicable law. 
RR PRPUNINURINNS I i Liisa iss asad beetle safari ceds wtih Abaissheivak tnoshchas silted ssdbaS is adits 
UII) re ee i i cet ee See oe ae 
PAYMENT: to be made in United States Dollars 
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This contract is entered into this ________ GAS 08 x oie inn one Tt 
by and between the United States of America (hereinafter called the United 
States Government) represented by the Contracting Officer executing this con- 
tract and the Republic of Turkey (hereinafter called the Turkish Government) 
WTR acces eciescticcn ticncsctscpen tanec en iim cased. Aemmmeiinceadine aes Ee tee eel ce tcle ace 

This contfact is executed subject to the agreement and conditions included in 
the Memorandum of Understanding between the Government of the United States 
of America and the Government of the Republic of Turkey relating to procurement 
of supplies, services and materials, dated 29 June 1955. 

The parties hereto agree that the Turkish Government shall furnish and 
deliver all of the supplies and perform all the services set forth in the Schedule 
for the consideration stated therein. 


SCHEDULE 








Supplies or | Quantity | | Unit Price | Amount 
Item No. Services (Number of Unit | Excl taxes Excl taxes 
| Units) | 


} 
| 





TotaL CONTRACT 
Prick Exct TAXEs. 


GENERAL PROVISIONS 
1. Definitions 


As used throughout this contract the following terms shall have the meanings 
set forth below: 

(a) The term “Secretary” means the Secretary, the Under-Secretary, or any 
Assistant Secretary of the United States Military Department concerned; and 
the term “his duly authorized representative’ means any person or persons (other 
than the Contracting Officer) authorized to act for the Secretary. 

(b) The term “Contracting Officer” means the person executing this contract 
on behalf of the United States Government, and any other officer or civilian 
employee who is a properly designated Contracting Officer ; and the term includes, 
except as otherwise provided in this contract, the authorized representative of a 
Contracting Officer acting within the limits of his authority. 

(c) The term “United States Government” means the United States of America. 

(d) The term “Turkish Government” means the Republic of Turkey, or any 
officer duly authorized to act on behalf of the Turkish Government in relation 
to this contract. 

(e) Except as otherwise provided in this contract, the term “subcontracts” 
means any agreement, contract, subcontract, or purchase order made by the 
Turkish Government with another party for the purpose of fulfilling the labor 
and material requirements which are directly attributable to the item to be manu- 
factured or supplied under this contract, and any such agreements, contracts, 
subcontracts or purchase orders under such subcontract. 


2. Changes 


The Contracting Officer may at any time, by a written notice, make changes, 

within the general scope of this contract, in any one or more of the following; 
(i) Drawings, designs, or specifications ; 
(ii) Method of shipment or packing ; and 
(iii) Place of delivery. 

If any such change causes an increase or decrease in the cost of, or the time 
required for, performance of this contract, an equitable adjustment shall be 
made in the contract price or delivery schedule, or both, and the contract shall be 
modified in writing accordingly. Any claim by the Turkish Government for 
adjustment under this clause must be asserted within thirty days from the date 
of receipt by the Turkish Government of the notification of change; provided, 
however, that the Contracting Officer, if he decides that the facts justify such 
action, may receive and act upon any such claim asserted at any time prior to 


final payment under this contract. The Turkish Government shall proceed with 
the contract as changed. 
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8. Extras 


Except as otherwise provided in this contract, no payment for extras shall be 
made unless such extras and the price therefor has been authorized in writing by 
the Contracting Officer. 


4. Variation in quantity 


No variation in the quantity of any item called for by this contract will be 
accepted unless such variation has been caused by conditions of loading, shipping, 
or packing, or allowances in manufacturing processes, and then only to the extent, 
if any, specified elsewhere in this contract. 


5. Inspection 


(a) Adequate inspection and test of all supplies (which term throughout this 
clause includes without limitation raw materials, components, intermediate assem- 
blies, and end products) to insure conformity with drawings, designs and speci- 
fications of the contract shall be effected by the Turkish Government. 

(b) The Turkish Government will furnish a certificate or certificates stating 
that the inspection has been made and that all supplies, services or materials 
covered by the certificate meet all requirements of the schedules, drawings, designs 
and specifications of the contract. 

(c) United States Government representatives shall have the right to verify 
the certifications and to verify that (1) the end items conform to standards and 
to drawings, designs and specifications, and (2) the quantity of end items specified 
is delivered. United States representatives will notify the appropriate Turkish 
Government representatives when they intend to conduct inspections and such 
inspections will, insofar as feasible, be conducted promptly. Representatives of 
the Turkish Government shall have the right to participate in such verifications. 

(d) In case any supplies or lots of supplies are defective in material or work- 
manship or otherwise not in conformity with the requirements of this contract, 
the United States Government shall have the right to either reject them (with 
or without recommendations as to their disposition) or to require their correction. 
Supplies or lots of supplies which have been rejected or required to be corrected 
shall be removed or corrected in place, as requested by the Contracting Officer, 
by and at the expense of the Turkish Government promptly after notice, and 
shall not again be tendered for acceptance unless the former tender and either 
the rejection or requirement for correction is disclosed. 

(1) The Turkish Government will provide and require their contractors and 
subcontractors to provide to the United States Government inspectors, without 
additional charge to the United States Government, reasonable facilities and 
assistance for the safety and convenience of the United States Government repre- 
sentatives in the performance of their duties. Final acceptance or rejection of 
the supplies shall be made as promptly as practicable after delivery, except as 
otherwise provided in this contract ; but failure by the United States Government 
to inspect and accept or reject supplies shall neither relieve the Turkish Govern- 
ment from responsibility for such supplies as are not in accordance with the 
contract requirements nor impose liability on the United States Government 
therefor. However, if the Turkish Government considers that there is an undue 
delay by the United States Government in taking action on acceptance or rejection, 
it will so notify the United States and the two Governments will consult with a 
view toward amending the contract to provide for an equitable adjustment of 
the price or delivery schedule. 

(2) The inspection and test by the United States Government of any supplies 
or lots thereof does not relieve the Turkish Government from any responsibility 
regarding defects or other failures to meet the contract requirements which may 
be discovered prior to final acceptance. Except as otherwise provided in this 
contract, final acceptance shall be conclusive except as regards defects which could 
not have been discovered by normal inspection methods appropriate to the industry 
eoncerned. 

(e) The Turkish Government shall provide and maintain an inspection system 
acceptable to the United States Government covering the supplies hereunder. 
Reeords of all inspection work by the Turkish Government shall be kept complete 
and available to the United States Government during the performance of this 
contract and for such longer period as may be specified elsewhere in this contract. 
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6. Responsibility for supplies 

Except as otherwise provided in this contract, (1) the Turkish Government 
shall be responsible for the supplies covered by this contract until they are deliv- 
ered at the designated delivery point, regardless of the point of inspection; and 
(2) the Turkish Government shall bear all risks as to rejected supplies after 
notice of rejection. 


7. Termination 


(a) The performance of work under this contract may be terminated by the 
United States Government in accordance with this clause in whole, or, from time 
to time, in part, whenever the Contracting Officer shall determine that such termi- 
nation is in the best interests of the United States Government. Any such termi- 
nation shall be effected by delivery to the Turkish Government of a Notice of 
Termination specifying the extent to which performance of work under the con- 
tract is terminated, and the date upon which such termination becomes effective. 

(b) After receipt of a Notice of Termination, and except as otherwise requested 
by the Contracting Officer, the Turkish Government shall (1) stop work under the 
contract on the date and to the extent specified in the Notice of Termination; (2) 
place no further orders or subcontracts for materials, services, or facilities except 
as may be necessary for completion of such portion of the work under the contract 
as is not terminated; (3) terminate all orders and subcontracts to the extent that 
they relate to the performance of work terminated by the Notice of Termination ; 
(4) assign to the United States Government, in the manner, at the times, and to the 
extent requested by the Contracting Officer, all of the right, title, and interest of 
the Turkish Government under the orders and subcontracts so terminated; (5) 
settle all outstanding liabilities and all claims arising out of such termination of 
orders and subcontracts, with the approval or ratification of the Contracting 
Officer to the extent he may require, which approval or ratification shall be final 
for all the purposes of this clause; (6) transfer title and deliver to the United 
States Government, in the manner, at the times, and to the extent requested by 
the Contracting Officer, (i) the fabricated or unfabricated parts, work in process, 
completed work, supplies, and other material produced as a part of, or acquired 
in connection with the performance of, the work terminated by the Notice of 
Termination, and (ii) the completed or partially completed plans, drawings, in- 
formation, and other property which, if the contract had been completed, would 
have been required to be furnished to the United States Government; (7) use its 
best efforts to sell, in the manner, at the times, to the extent, and at the price or 
prices requested or authorized by the Contracting Officer, any property of the types 
referred to in provision (6) of this paragraph ; provided, however, that the Turkish 
Government (i) shall not be required to extend credit to any purchaser, and (ii) 
may acquire any such property under the conditions prescribed by and at a pricé 
or prices approved by the Contracting Officer; and provided further, that the 
proceeds of any such transfer or disposition shall be applied in reduction of any 
payments to be made by the United States Government to the Turkish Govern: 
ment under this contract or shall otherwise be credited to the price or cost of the 
work covered by this contract or paid in such other manner as the Contracting 
Officer may request; (8) complete performance of such part of the work as shall 
not have been terminated by the Notice of Termination; and (9).take such action 
as may be necessary, or as the Contracting Officer may request, for the protection 
and preservation of the property related to this contract which is in the possesgsio1 
of the Turkish Government and in which the United States Government has 6 
may acquire an interest. Within sixty (60) days following the receipt by the 
Contracting Officer of acceptable inventory schedules covering all items of a 
particular property classification, such as raw materials, purchased parts and 
work in process, of the termination inventory at any one plant or location, or by 
such later date as may be agreed to by the Contracting Officer, the Turkish Govern- 
ment may submit to the Contracting Officer a list, certified as to quantity and 
quality, of any or all items of termination inventory not previously disposed of, 
exclusive of items the disposition of which has been requested or authorized by 
the Contracting Officer, and may request the United States Government to remove 
such items or enter into a storage agreement covering them. Not later than 
fifteen (15) days thereafter, the United States Government will accept title to 
such items and remove them or enter into a storage agreement covering the same, 
provided that the list submitted shall be subject to verification by the Contracting 
Officer upon removal of the items, or if the items are stored, within forty-five (45) 
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days from the date of submission of the list, and any necessary adjustment to 
correct the list as submitted shall be made prior to final settlement. 

(ec) After receipt of a Notice of Termination, the Turkish Government shall 
submit to the Contracting Officer its termination claim, in the form and with 
the certification prescribed by the Contracting Officer. Such claim shall be 
submitted promptly but in no event later than two years from the effective 
date of termination, unless one or more extensions in writing are granted by 

- the Contracting Officer, upon request of the Turkish Government made in writing 
within such two-year period or authorized extension thereof. However, if the 
Contracting Officer determines that the facts justify such action, he may receive 
and act upon any such termination claim at any time after such two-year period 
or any extension thereof. If no such claim is submitted within said period of 
two years plus any extensions, the Contracting Officer may determine the amount 
due and the amount so determined shall be paid to the Turkish Government in 
full settlement of the termination; provided that the Contracting Officer shall 
first give the Turkish Government written notice of the amount thus determined 
and the Turkish Government shall have ninety (90) days from receipt of 
such notice within which to pretest the amount of the determination. If the 
Turkish Government does make such a protest to the United States Govern- 
ment, the two Governments shall, as promptly as possible, consult with each 
other with a view toward settling the amount due. 

{d) In mutually arriving at a settlement hereunder, the Turkish Govern- 
ment and the Contracting Officer may agree upon the amount to be paid to the 
Turkish Government as fair compensation for the work under the terminated 
contract, or, if the contract is only partially terminated, as fair compensation 
for the terminated part thereof. 

(e) In arriving at a determination of the amount of compensation to be paid 
to the Turkish Government in the event of the omission of the Turkish Govern- 
ment to file a termination claim within the required time, the Contracting 
Officer may be guided to the extent applicable by the “Statement of Principles 
for Determination of Costs” set forth in Part 4 of Section VIII of the Armed 
Services Procurement Regulation as in effect on the date of this contract, 
or by any other sound principles of cost determination; it being understood 
by both Governments that although the Contracting Officer is not required to be 
guided by the “Statement of Principles” in making such determination, he will 
ordinarily be so guided. 

(f) In arriving at the amount due the Turkish Government under this clause 
there shall be deducted (1) all unliquidated payments on account theretofore 
made to the Turkish Government, (2) any claim which the United States Gov- 
ernment may have against the Turkish Government in connection with this 
contract, and (3) the agreed price for, or the proceeds of sale of, any ma- 
terials, supplies, or other things acquired by the Turkish Government or sold, 
pursuant to the provisions of this clause, and not otherwise recovered by or 
credited to the United States Government. 

(gz) If the termination hereunder be partial, prior to the settlement of the 
terminated portion of this contract, the Turkish Government may file with the 
Contracting Officer a request in writing for an equitable adjustment of the price 
or prices specified in the contract relating to the continued portion of the con- 
tract (the portion not terminated by the Notice of Termination) and such 
eauitable adjustment as may be agreed upon shall be made in such price or 


(h) Upon notification to the United States Government by the Turkish 
Government that the Turkish Government is precluded from performing the 
contract in accordance with its terms and conditions due to circumstances 
beyond its control, the two Governments will consult with a view toward nego- 
tiating an amendment to this contract. If the two Governments cannot agree to 
an amendment extending the time of performance or otherwise modifying the 
contract so as to enable the Turkish Government to perform it, the United States 
Government may terminate this contract. Any such termination shall be with- 
out cost to the United States Government and without liability of either Govern- 
ment to the other; provided that the parties hereto may agree upon the tranfer 
to the United States Government of any or all of the property of the types 
described in paragraph (b) (6) above, in which event the United States Govern- 
ment will pay to the Turkish Government (i) the price provided in the con- 
tract for items completed in accordance with the contract requirements, and 
(ii) a price mutually agreed upon for other items. 
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(i) Unless otherwise provided for in this contract, the Turkish Government, 
from the effective date of termination and for a period of three years after 
final settlement under this contract, shall preserve and make available to the 
United States Government at all reasonable times at the office of the Turkish 
Government but without direct charge to the United States Government, all its 
books, records, documents, and other evidence bearing on the costs and expenses 
of the Turkish Government under this contract and relating to the work 
terminated hereunder, or, to the extent approved by the Contracting Officer, 
photographs, microphotographs, or other authentic reproductions thereof. 


8. Taxes 


(a) The contract prices, including the prices in subcontracts hereunder, do not 
include any tax or duty, which the United States Government and the Turkish 
Government have agreed shall not be applicable to expenditures in Turkey 
by the United States, or any other tax or duty not applicable to this contract 
under the laws of Turkey. If any such tax or duty has been included in the 
eontract prices through error or otherwise, the contract prices shall be corre- 
spondingly reduced. 

(b) Lf, after the contract date, the United States Government and the Turkish 
Government shall agree that any tax or duty included in the contract prices 
shall not be applicable to expenditures in Turkey by the United States, the con- 
tract prices shall be reduced accordingly. 


9. Subcontracting 


(a) The Turkish Government undertakes that in any subcontract made in 
connection with this contract they will employ the same procurement methods 
and procedures as they employ in contracting for their own requirements. 

(b) The Turkish Government agrees to indemnify and save harmless the 
United States Government against all claims and suits of whatsoever nature 
arising under or incidental to the performance of this contract, by any sub- 
contractor against the Turkish Government or the United States Government. 


10. Payments 


The Turkish Government shall be paid, upon the submission of properly 
certified invoices or vouchers, the prices stipulated herein for supplies delivered 
and accepted or services rendered and accepted, less deductions, if any, as 
herein provided. Unless otherwise specified, payment will be made on partial 
deliveries accepted by the United States Government when the amount due 
on such deliveries so warrants; or, when requested by the Turkish Govern- 
ment, payment for accepted partial deliveries shall be made whenever such 
payment would equal or exceed either $1,000 or 50% of the total amount of this 
contract. 


11. United States officials not to benefit 


No member of or delegate to Congress of the United States, or resident 
commissioner of the United States, shall be admitted to any share or part of 
this contract, or to any benefit that may arise therefrom; but this provision 
shall not be construed to extend to this contract if made with a corporation for 
its general benefit. 


12. Covenant against contingent fees 


The Turkish Government warrants that no person or selling agency has been 
employed or retained to solicit or secure this contract upon an agreement or 
understanding for a commission, percentage, brokerage, or contingent fee, 
excepting bona fide employees or bona fide established commercial or selling 
agencies maintained by the Turkish Government for the purposes of securing 
business. For breach or violation of this warranty the United States Govern- 
ment shall have the right to annul this contract without liability or in its 
discretion to deduct from the contract price or consideration the full amount 
of such commission, percentage, brokerage, or contingent fee. 


13. Gratuities 
Provisions embodied in United States statutes relating to the action which 
may be taken in the event it is determined that a gratuity has been offered or 


given to any officer or employee of the United States Government in connection 
with a contract shall be applicable to this contract. 
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14. Filing of patent applications 

While and so long as the subject matter of this contract is classified security 
information of the United States Government, the Turkish Government agrees 
that it will not file, or cause to be filed, an application for patent, or other like 
statutory protection, disclosing any of said subject matter without referring 
the proposed application to the Contracting Officer for determination as to 
whether, for reasons of United States security, such application shall be held 
in secrecy. 

15. Copyright 

(a) The Turkish Government agrees to and does hereby grant to the United 
States Government, and to its officers, agents and employees acting within the 
scope of their official duties, (i) a royalty-free, nonexclusive and irrevocable 
license to publish, translate, reproduce, deliver, perform, use, and dispose of, and 
to authorize, in behalf of the United States Government or in the furtherance 
of mutual defense, others so to do, all copyrightable material first produced or 
composed and delivered to the United States Government under this contract 
by the Turkish Government, its employees or any individual or concern spe- 
cifically employed or assigned to originate and prepare such material and (ii) 
a license as aforesaid under any and all copyrighted or copyrightable work not 
first produced or composed by the Turkish Government in the performance of 
this contract but which is incorporated in the material furnished under the 
contract, provided that such license shall be only to the extent that the Turkish 
Government now has or prior to completion of final settlement of this contract 
may acquire, the right to grant such license without becoming liable to pay com- 
pensation to others solely because of such grant. 

(b) The Turkish Government agrees that it will exert all reasonable effort 
to advise the Contracting Officer, at the time of delivering any copyrightable 
or copyrighted work furnished under this contract, of any adversely held copy- 
righted or copyrightable material incorporated in any such work and of any 
invasion of the right of privacy therein contained. 

(ec) The Turkish Government agrees to report to the Contracting Officer, 
promptly and in reasonable written detail, any notice or claim of copyright 
infringement received by the Turkish Government with respect to any material 
delivered under this contract. 


16. Guaranty 


The Turkish Government undertakes that the benefit of any guarantee ob- 
tained in respect of any subcontract shall be passed on to the United States 
Government, 


17. Security 


Any materials, documents, designs, drawings or specifications delivered by the 
United States Government to the Turkish Government and any materials, docu- 
ments, designs, drawings, specifications or supplies delivered by the Turkish 
Government to the United States Government in the performance of this con- 
tract, which are classified by the originating Government as “Top Secret”, 
“Secret”, or “Confidential”, shall be given a security classification by the re- 
cipient Government which will afford to the material substantially the same 
degree of security as that afforded by the originating Government and shall be 
treated by the recipient Government as its own classified material of that se- 
curity grading. 

The recipient Government will not use such material including information, 
or permit it to be used, for other than military purposes and will not disclose 
such material, or permit it to be disclosed, to another nation without the con- 
sent of the originating Government. 

The recipient Government will, upon request, give to the originating Govern- 
ment an acknowledgement of receipt in writing for any such classified material. 

The recipient Government agrees to include appropriate provisions covering 
military security material including information in all subcontracts hereunder. 


18. Technical information 


The Turkish Government agrees that the United States Government ‘shall 
have the right to duplicate, use and disclose, in behalf of the United States 
Government or in the furtherance of mutual defense, all or any part of the 
reports, drawings, blueprints, data and technical information, specified to be 
delivered by the Turkish Government to the United States Government under 
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this contract, provided that the granting of such rights shall be to the extent 
that the Turkish Government is able to obtain and grant such rights. Nothing 
contained in this clause, in itself, shall grant any right or license to use, sell, 
or reproduce any patented article; it is strictly limited to reports, drawings, 
blueprints, data and technical information. 


19. Assignment of claims 


No claim arising under this contract shall be assigned by the Turkish Govern- 
ment except as follows: 

(a) If this contract provides for payments aggregating $1,000 or more, 
claims for moneys due or to become due the Turkish Government from the 
United States Government under this contract may be assigned to a bank, trust 
company, or other financing institution, including any Federal lending agency, 
and may thereafter be further assigned and reassigned to any such institution. 
Any such assignment or reassignment shall cover all amounts payable under this 
contract and not already paid, and shall not be made to more than one party, 
except that any such assignment or reassignment may be made to one party as 
agent or trustee for two or more parties participating in such financing. 

(b) In no event shall copies of this contract or of any plans, specifications, 
or other similar documents relating to work under this contract, if marked 
“Top Secret’, “Secret”, or “Confidential”, be furnished to any assignee of any 
claim arising under this contract or to any other person not entitled to receive 
the same; provided, that a copy of any part or all of this contract so marked 
may be furnished, or any information contained therein may be disclosed to 
such assignee upon the prior written authorization of the Contracting Officer. 


20. Reporting of royalties 


If this contract is in an amount which exceeds $10,000, the Turkish Govern- 
ment agrees to report in writing to the Contracting Officer during the per- 
formance of this contract the amount of royalties paid or to be paid by it 
directly to others in the performance of this contract. The Turkish Govern- 
ment further agrees (i) to furnish in writing any additional information re- 
lating to such royalties as may be requested by the Contracting Officer, and (ii) 
to insert a provision similar to this clause in any subcontract hereunder which 
involves an amount in excess of the equivalent of ten thousand United States 
dollars. 


21. Examination of records 


The following clause is applicable to the extent required by the laws of the 
United States: 

(a) The Turkish Government agrees that the Comptroller General of the 
United States or any of his duly authorized representatives shall, until the ex- 
piration of three years after final payment under this contract, have access to 
and the right to examine any directly pertinent books, documents, papers and 
records of the Turkish Government involving transactions related to this 
contract. 

(b) The Turkish Government further agrees to include in all its subcontracts 
hereunder a provision to the effect that the subcontractor agrees that the Comp- 
troller General of the United States or any of his duly authorized representa- 
tives shall, until the expiration of three years after final payment under this 
contract with the United States Government, have access to and the right to 
examine any direcly pertinent books, documents, papers, and records of such 
subcontractor involving transactions related to the subcontract. The term 
“subcontract” as used in this clause excludes (i) purchase orders not exceeding 
$1,000 and (ii) subcontracts or purchase orders for public utility services at 
rates established for uniform applicability to the general public. 


SIGNATURE SHEET 


The rights and obligations of the parties to this contract shall be subject to and 
governed by the Cover Sheet, the Schedule consisting of _..___ numbered pages, 
the General Provisions consisting of 6 numbered pages and this Signature Sheet. 
To the extent of any inconsistency between the Schedule or the General Pro- 
visions, and any specification or other provisions which are made a part of this 
contract by reference or otherwise, the Schedule and the General Provisions 
shall control. To the extent of any inconsistency between the Schedule and 
the General Provisions, the Schedule shall control. It is agreed that quotations 


98996—58——42 
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and/or conversations leading up to and during the negotiations of this contract 
have been consummated by signing this contract which, together with the 
Memorandum of Understanding, dated 29 June 1955, constitutes the entire agree- 
ment between the parties hereto. While it is intended that the provisions of this 
contract will be carried out in a spirit of mutual agreement between the two 
Governments, it is understood that the Contracting Officer and other United 
States personnel concerned with the administration or interpretation of this 
contract will be guided by rules and principles which are applicable generally to 
procurement contracts of the United States Government. 

In WITNESS WHEREOF, the parties hereto have executed this contract as of the 
day and year first above written. 


THE REPUBLIC OF TURKEY THE UNITED STATES OF AMERICA 
TO” eee, a Sa ae Oe ae a als 
2 ot! Cena  taiduea ys fea (Contracting Officer) t 
eit oh ni 1 Fn SENGR ak, cena oe) 2, fe 
lars acereslbecernteceaeeeeabicnanrsano 
HEADQUARTERS, UNITED STATES ARMY, EUROPE 

PROCUREMENT CIRCULAR APO 4038 
NUMBER 36 6 November 1953 


CONTRACTING IN FRANCE 


1. General.—The provisions of this circular are aplicable to all USAREUR 
procurement activities which involve contracting in France with appropriated 
dollar funds, except those procurements effected through the French Govern- 
ment in support of the LOC and Budget Support Programs in France and such 
procurement activities as may be specifically exempted. 

2. Purpose.—The purpose of this circular is: 

a. To make available, for information and guidance, a copy of the “Memo- 
randum of Understanding between the United States and French Governments 
Relating to Offshore Procurement,” 12 June 1953 (Annex A). 

b. To prescribe the contract forms to be used in France. 

3. Memorandum of Understanding—a. The Memorandum of Understanding 
sets forth certain principles and policies which the two governments have agreed 
will govern the contracts, regardless of the amount involved and source of ap- 
propriated funds used, placed by the US Government with the French Govern- 
ment or with individuals, firms, or other legal entities in France direct. 

b. The Memorandum of Understanding contains principles and policies re- 
lating to intergovernmental coordination, contract placement, contract assist- 
ance, supply of equipment, materials and manpower, destination of end items 
and export authorization, security, inspection, credit arrangements, immunities 
from legal process, taxes, protection of US personnel, contract modifications and 
terminations, refunding of profits and reporting of subcontracts. 

4. Government-to-Government Contracts.—a. In negotiating contracts with 
the French Government, contracting officers will be guided by applicable prin- 
ciples enunciated in the Memorandum of Understanding. 

b. Standard clauses have been approved by the two governments for use, as 
appropriate, in contracts between them. These clauses have been used to pre- 
pare the contract form (Annex B). This form will be used in making fixed- 
price supply or service contracts with the French Government, regardless of the 
amount involved and the source of appropriated dollar funds used. Deletions 
or deviations are not authorized without the prior approval of the Assistant 
Chief of Staff, G-4, Logistics, USAREUR (Chief, Proc Br), except as may be 
prescribed herein or by current directives. 

ec. The contract form referred to in b, above, consists of : 


(1) Cover Sheet, AE Form 374A. 

(2) Schedule, AE Form 374B. 

(3) General Provisions, AE Form 374C. 
(4) Signature Sheet, AE Form 374D. 


d. Additions, deletions, and deviations in the contract form (b, above) are 
prescribed as follows: 


(1) The Renegotiation clause set forth in Armed Services Procurement Regu- 
lation 7—104.10 will not be added to government-to-government eontracts, re- 


ee 
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gardless of the amount involved and the source of appropriated dollar funds 
used. 

(2) The Examination of Records clause set forth in Armed Services Procure- 
ment Regulation 7—104.15 will not be added to government-to-government con- 
tracts funded with MDAP appropriated dollars, regardless of the amount 
involved. This clause, however, will be included in the Schedule (AE Form 
874B) of government-to-government contracts funded with appropriated dollars 
other than MDAP appropriated dollars, except such contracts which involve 
less than $1,000 in value. 

(3) The Gratuities clause’ set forth in Armed Services Procurement Regula- 
tion 7—104.16 will not be added to government-to-government contracts, regard- 
less of the amount and source of appropriated funds used. However, the fol- 
lowing Gratuities clause will be included in the Schedule (AE Form 374B) of 
government-to-government contracts funded with appropriated dollars other 
than MDAP appropriated dollars, except such contracts which involve less than 
$1,000 in value: 

“GRATUITIES 


“The French Government agrees to apply to this contract the provisions 
embodied in Section 631 of Public Law 179 and Section 629 of Public Law 488, 
82nd Congress of the United States and like provisions embodied in subsequent 
United States appropriation acts.” 

(4) The following Technical Information clause may be included in the 
Schedule, when deemed necessary by the contracting officer and acceptable to 
the French Government official authorized to execute the contract: 


“TECHNICAL INFORMATION 


“The French Government agrees that the United States Government shall 
have the right to duplicate, use, and disclose, in behalf of the United States 
Government or in the furtherance of mutual defense, all or any part of the re- 
ports, drawings, blueprints, data, and technical information specified to be 
delivered by the French Government to the United States Government under 
this contract.” 

e. Other contract clauses may be added to the contract form referred to in 
b, above, as required by Armed Services Procurement Regulation, Army Procure- 
ment Procedure, and other current directives. Contracting officers are author- 
ized to include such additional clauses as they deem necessary, provided that 
such clauses are not inconsistent with the General Provisions (AE Form 374C) 
or with Armed Services Procurement Regulation, Army Procurement Procedure, 
and other current directives. 

f. When it is desired to enter into government-to-government contracts with 
the French Government for other than supplies or services on a fixed-price basis, 
the fixed-price supply or service contract form referred to in b, above, will be 
used as a guide in the preparation of the proposed contracts. Prior to solicita- 
tion, contracting officers will submit proposed contracts to the Assistant Chief 
of Staff, G-4, Logistics, USAREUR (Attn: Chief, Proc Br) for approval. 

g. Each US-France government-to-government contract will be executed sub- 
ject to the relevant provisions of the Memorandum of Understanding and, con- 
sequently, the provisions of the memorandum will be incorporated in the contract 
by reference and will become a part of the contract. In the interest of adminis- 
trative economy, the memorandum need not be attached to the contract. The 
original Memorandum of Understanding is available in the National Archives 
of the United States in Washington, D. C. 

h. For the purpose of this circular, government-to-government contracts are 
defined as these contracts signed by a French Government official for, and on 
behalf of, the French Government. 

5. Government-to-Other than Government Contracts.—In negotiating contracts 
in France with legal entities other than the French Government, contracting 
officers will utilize contract forms and clauses prescribed by Armed Services 
Procurement Regulation, Army Procurement Procedure, and other current direc- 
tives. In each such contract, except these purchase orders involving less than 
$1,000, the following clause will be included in the Schedule: 


“GOVERNMENT PROFITS 


“The contractor agrees that any profits accruing to the French Government 
under this contract shall be accounted for and adjusted in accordance with 
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paragraph 19 (entitled “Profits’), Memorandum of Understanding between the 
United States and French Governments Relating to Offshore Procurement, dated 
12 June 1953. For the purpose of this clause, the proportion of profits deemed 
to have accrued to the French Government shall bear the same relation to the 
total profit under this contract as the equity or interest of the French Gov- 
ernment in the contractor’s entity bears to the total assets of the contractor’s 
entity.” 

6. Local Reproduction.—a. If additional copies of the Memorandum of Under- 
standing (Annex A) are required, authority is granted to reproduce locally. 
The memorandum is not stocked by the USAREUR Publications Depot. 

b. The government-to-government contract form (Annex B) is available by 
requisition on the USAREUR Publications Depot and may not be reproduced 
locally, unless specifically authorized by the Adjutant General, USAREUR. 

7. Limitation on Dissemination.—The Memorandum of Understanding and the 
contract form represent the result of private negotiations between two govern- 
ments and, as such, will not be given public dissemination. In particular, these 
negotiations will not be revealed to other foreign governments or nationals 
thereof. 

8. Inability to Procure—When the contracting officer is unable to effect pro- 
curement because of the requirements of this circular, the facts will be submitted 
through channels to the Assistant Chief of Staff, G-4, Logistics, USAREUR 
(Attn: Chief, Proce Br). 

[AG 400.12 GLD—Heid Mil 7258] 


By CoMMAND OF LIEUTENANT GENERAL HOGE: 


OFFICIAL: 
L. V. WARNER, C. B. FERENBAUGH, 
Brigadier General, USA Major General, GS 
Adjutant General. Chief of Staff. 


DISTRIBUTION : Special. 
ANNEX A 


MEMORANDUM OF UNDERSTANDING BETWEEN THE UNITED STATES AND FRENCH 
GOVERN MENTS RELATING TO OFFSHORE PROCUREMENT 


This Memorandum sets forth the principles and policies which the United 
States and French Governments have agreed will govern the United States Off- 
shore Procurement (OSP) program in France. 

1. Objectives of the OSP program 

The chief objectives of the OSP program are: 

(a) to provide the United States Forces needed materials, services, sup- 
plies and equipment ; 

(b) to increase the ability of the NATO countries to equip and maintain 
their own forces ; and 

(c) to provide as rapidly as possible equipment to meet the NATO and 
other requirements. 

The United States Government, in developing and implementing the OSP pro- 
gram, intends to give due consideration to the recommendations of the NATO 
with respect to the NATO aspect of the OSP program. It is emphasized that the 
OSP program is intended as a support for and supplement to the military produc- 
| tion programs of the recipient countries and not as a substitute for such programs. 
| The extent of the OSP program in France is dependent upon various considera- 
i tions including the ability of the United States Government to negotiate con- 
tracts at reasonable prices and with satisfactory delivery dates. It is also 
understood that any economic benefits from the OSP program, i. e., dollar earn- 
ings and increased economic activity, are by-products of the primary objectives 
stated above. 


2. Scope of the OSP program 


The items which may be procured under the OSP program include all types of 
materials, services, supplies and equipment appropriate for United States 
military procurement which may be required either for United States end-item 
aid programs or for United States Forces. Unless otherwise specified, this 
Memorandum of Understanding is applicable to procurement for both categories, 
but is not applicable to types of procurement covered by separate special agree- 
ments. 
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t is the intent of the United States Government to conduct OSP in accord 
with the laws of the United States governing military procurement and, to the 
extent applicable, the Mutual Security Program. It is also the intent of the 
United States Government that the OSP program shall be carried out in France 
in furtherance of the principles set forth in section 516 of the Mutual Security 
Act of 1951, the Mutual Defense Assistance Control Act of 1951 and Article II (3) 
of the Economie Cooperation Agreement between the French Government and the 
United States Government signed in Paris on June 28, 1948, as amended. 


38. Intergovernmental coordination 


Appropriate United States and French authorities will frequently consult in 
order to coordinate the OSP program with plans for French-financed defense 
production for its own or other forces as well as plans for procurement in France 
by other countries for their needs, and to ensure that this program is in harmony 
with French national planning. 

The United States Government will keep the French Government informed 
of the OSP program it envisages undertaking with private French contractors. 
The French Government will notify the United States Government promptly if it 
feels unable to extend the facilities provided for in sections 7, 8 and 11 of this 
Memorandum in any particular case so that any necessary arrangements can 
be made. 

The United States Government will also keep the French Government informed 
of OSP contracts it has concluded with private French contractors. 


4. Contract placement by procurement officers 


OSP contracts will be placed and administered by procurement officers of the 
United States Military departments. 


5. Parties to contracts 


United States procurement officers may contract directly with the French 
Government, individuals, firms or other legal entities, according to whichever 
method is deemed more suitable in each case. 


6. Assistance and enforcement 


The French Government is prepared to provide assistance, upon request of 
United States procurement officers, in the selection of prospective contractors and 
subcontractors for United States OSP contracts placed directly with private con- 
tractors. Such selection will be made in consideration of their plant facilities, 
reputation, financial resources, labor relations and security. The French Gov- 
ernment is prepared to lend its good offices in connection with the enforcement 
of contract provisions. 


nx 


?. Supply of equipment, materials and manpower 


The French Government will accord to OSP contractors and their subcon- 
tractors priorities for equipment, Materials, manpower and services as well as 
for import authorizations equal to those accorded any other contractors per- 
forming similar defense contracts. 

While it is understood that no obligation with respect to supply assistance 
shall have been incurred by the United States Government by virtue of its 
having entered into those contracts, such supply assistance as the United 
States Government may be prepared to provide will be furnished through normal 
defense supply operations and in a manner consistent with international alloca- 
tions machinery rather than through any special United States procedures or any 
special United States intercession in international committees. 


8. Destination of end-items and export authorizations 


Recognizing that the need for determination of types, calibrations, power 
systems, etc., may often require early identification of the recipient country, 
the United States Government will, as soon as feasible, notify the French 
Government of such identification. However, this notification will not be auto- 
matic, nor will it constitute a commitment for ultimate delivery. 

The French Government will grant the necessary export authorizations for 
items acquired by the United States Government under the OSP program. 
At the request of the French Government the two Governments will consult 
regarding the granting of export licenses for such items to non-NATO and non- 
European Defense Community countries. This does not absolve French private 
contractors from complying with the provisions of the Decret-loi of April 18, 
1939 and the Decret of August 14, 1939. 
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9. Security 


In the case of procurement contracts placed by the United States Government 
with the French Government, any classified material, including information, 
delivered by one Government to the other will be given a security classification 
by the recipient Government which will afford to the material substantially 
the same degree of security as that afforded by the originating Government 
and will be treated by the recipient Government as its own classified material 
of that security grading. The recipient Government will not use such material, 
or permit it to be used, for other than military purposes and will not disclose 
such material, or permit it to be disclosed, to another nation without the consent 
of the originating Government. 

In the case of procurement contracts placed by the United States Government 
with private French contractors, similar security arrangements for classified 
material will be followed. In such case the United States Government will 
include a clause in the contract stating that in carrying out the terms of the 
contract the contractor is subject to French security laws and regulations. 
Classified material of the United States Government needed by a French con- 
tractor will be delivered to the appropriate French representative for trans- 
mittal to the contractor in such a way as to render it subject to French se- 
curity laws and regulations. Such material will, prior to transmittal, receive 
a security classification of the French Government which will afford to the 
material substantially the same degree of securtiy as that afforded by the 
United States Government, and at the time of transmittal the French Govern- 
ment will notify the contractor that the classified material delivered to him is 
also classified material of the French Government and subject to French security 
laws and regulations. 

In order to ensure adequate protection of security information, the French 
Government will, upon request in special cases, conduct a security investiga- 
tion of any prospective private French contractor in the same manner as investi- 
gations would be conducted in similar cases by the French Government for 
its own procurement. 


10. Inspection 


The United States Government representatives have the responsibility under 
United States laws to inspect all materials, services, supplies and equipment 
procured under the OSP program. 

The French Government, however, will carry out inspections of all materials, 
services, supplies and equipment procured by the United States Government from 
the French Government. At the request of the United States Government, the 
French Government will, insofar as feasible, undertake inspections of materials, 
services, supplies and equipment procured by the United States Government from 
private French contractors in order to ensure conformity with contract specifi- 
eations and requirements. 

Services and facilities in connection with inspections by the French Govern- 
ment will be free of cost or charge except that where special expenses are in- 
volved the appropriate representatives of the two Governments will consult 
regarding defrayment of such expenses: provided, however, in all instances 
where the French Government is the recipient of the end item, no charges what- 
soever shall be made for its inspection. 

Where the French Government has assumed the responsibility for inspec- 
tions, it, nevertheless, recognized the right of the United States Government 
representatives to carry out similar inspections and will accord them the nec- 
essary facilities. In general, however, it is not the intention of the United 
States Government to duplicate the inspections conducted by the French Gov- 
ernment. The United States Government representatives will give notice 
reasonably in advance to the appropriate French Government representatives 
when they intend to conduct inspections and such inspections will, insofar as 
feasible, be conducted jointly. Procedures for communicating any observations 
to the contractor will be arranged by the appropriate representatives of the 
two Governments. 


ee a 


11. Acceptance 


In contracts between the two Governments the United States Government will 
endeavor to make final inspection and acceptance, insofar as feasible, at the 
place where the French Government makes acceptance from its suppliers and 
as soon as possible after such acceptance by the French Government. ; 


eabhiet ab Dm 
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12. Credit arrangements 

The French Government will suggest to French monetary authorities that, in 
the application of the credit controls now in effect in France, OSP contractors 
applying for credit to finance their operations be given the same consideration 
as other firms whose operations aid in increasing receipts of foreign exchange 
hard currencies. 
13. Taxes and duties 


Payments under OSP contracts shall be exclusive of all taxes or duties ex- 
empted by the Memorandum of Agreement between the French Government and 
the United States Government, June 13, 1952 (which supersedes the Memorandum 
of Agreement of March 13, 1952), and any other applicable agreement. 


14. Immunities from jurisdiction and legal process 


The two Governments agree that OSP contracts do not have a commercial 
character as regards the United States Government but are undertaken within 
the framework of the Mutual Defense Assistance Agreement of January 27, 1950, 
between the United States and France. Consequently, the United States Gov- 
ernment in carrying out the OSP program is entitled to the immunities from 
jurisdiction and legal process extended by French jurisprudence to foreign 
governments acting in their sovereign capacity. 


15. Protection of United States personnel 


United States procurement officers and other authorized procurement personnel 
of United States nationality who are in France in connection with the OSP 
program and whose names will have been duly reported to and accepted by the 
French Government will be accorded the privileges and immunities set forth in 
paragraphs (b) or (e) of Annex D to the Mutual Defense Assistance Agreement 
of January 27, 1950; provided that upon entry into force of the NATO Status of 
Forces Agreement between the United States and France, the two Governments 
will enter into consultation in order to determine whether the provisions of that 


Agreement should be applied to such procurement officers and other authorized 
personnel. 


16. Contract clauses 


Standard clauses attached hereto have been approved by the two Governments 
for use, aS appropriate, in contracts between them. Other clauses may be in- 
cluded in individual contracts. 

If the French Government considers that the inclusion of any particular clause 
in contracts between the United States Government and private French firms is 
contrary to French law or prejudicial to French national interests, the two 
Governments will enter into consultation to make any necessary arrangements. 


17. Contract modifications and termination 


In order to avoid as far as possible French defense production or economic 
activity being adversely affected by major modifications or terminations by the 
United States Government of OSP contracts in France and in order that the 
French Government may be better able to lend its good offices in enforcement 
of contract provisions, it is understood that before the United States Govern- 
ment: 

(a) takes action to enforce compliance with a modification order issued 
pursuant to the terms of the contract, but considered by the French con- 
tractor to be impossible of performance ; 

(b) terminates for default of the contractor ; or 

(c) terminates for the convenience of the United States Government ; 

it will offer offer to consult with appropriate French Government representatives 
with a view to determining the feasibility of such modifications or desirability 
of termination of the contract and to minimizing any ill effects of such modifica- 
tions or termination. 

In the event that a modification ordered by the United States Government is 
considered by the appropriate French Government representatives to be impos- 
sible of performance, it is understood that the United States Government before 
terminating for default will give the most serious consideration to continuing 
performance of the contract without the ordered modification or, alternatively, 
to terminating the contract for the convenience of the United States Government. 

The United States Government will consult with the French Government at 
the latter’s request regarding the possibility of the French Government’s tak- 
ing over the uncompleted portion of any contract terminated by the United 
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States Government. In such Case, all necessary arrangements will be made 
between the two Governments. 


18. Contract terms 


Inasmuch as the statutes of the United States prohibit utilization of a 
contract upon which payment is based on cost plus a percentage of cost, it is 
understood that such a system of determining payment shall not be employed 
in contracts entered into between the United States Government and either 
private contractors or the French Government. Further, the French Goy- 
ernment advises that it will not utilize the type of contract in which payment 
is made on the basis of cost plus a percentage of cost in subcontracts under any 
contract between the United States Government and the French Govern- 
ment. 


19. Profits 


It is understood that no profit of any nature, including net gains resulting 
from fluctuations in exchange rates, will be made by the French Government. 
The French Government agrees to determine whether it has realized any such 
profit, in which event, or in the event that the United Sttaes Government con- 
siders that such profit may have been realized, the French Government 
agrees that it will immediately enter into conversations with the United States 
Government for the purpose of determining the existence and the amount 
of such profit. During these conversations it is agreed that the French Govern- 
ment will make available such documents and accounting data as may be 
necessary to determine the facts. In the computation of profits hereunder, the 
contracts shall be taken collectively. If, as a result of conversations between 
the respective Governments, it is established that profit has been realized by 
the French Government on such contracts, it shall refund the amount of the 
profit without interest to the United States Government under arrangements 
and procedures to be agreed upon between the two Governments, At the request 
of either Government, all fund adjustments will be accomplished on completed 
contracts at the earliest practicable date, but this adjustment must be effected 
on or before 31 December 1955 or such later date as may be mutually agreed 
upon by the two Governments. This article shall not be construed as affecting 
in any manner any profit refunding provisions as may be contained in individual 
contracts. 


20. Reporting of subcontracts 


On such contracts as are entered into between the United States Government 
and the French Government, the French Government will furnish to the United 
States procurement officers such information as may be needed by the United 
States Government regarding the placement by the French Government of sub- 
contracts and purchase orders under such government-to-government contracts. 


(Initialed) C. D. D. 
JUNE 12, 1953. 


HEADQUARTERS, UNITED STATES ARMY, EUROPE 


PROCUREMENT CIRCULAR APO 403 
NUMBER 27 30 July 1953 


CONTRACTING IN FRANCE—1952 Lisson PROGRAM 


1. Generai.—The provisions of this circular are applicable to USAREUR pro- 
curement activities which involve contracting in France with MDAP appropriated 
dollar funds for the 1952 Lisbon Program. 

2. Purpose.—The purpose of this circular is to make available for: 

a. Information and guidance in the administration of contracts executed in 
the US FY 1952, a copy of the exchange of notes between the US and French 
Governments relative to procurement in France pursuant to the Lisbon Memo- 
randum of Understanding of 25 February 1952 (Annex A), 13 May 1952. 

b. Future reference the contract form, AE Form 372 (Annex B), which was 
used in fulfillment of the 1952 Lisbon Program. 

3. Exchange of Notes.—The exchange of notes: 

a. Sets forth certain principles and policies which the two governments agreed 
would govern the accomplishment of the program. 

b. Contains principles and policies relating to the monetary amount of the 
program, contract placement, price quotations, administrative and inspection 
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costs, profit refunding, supply assistance, termination by mutual agreement, 
recipient of items, unilateral termination, and expediting of payments. 

4. Government-to-Government Contracts.—a. The attached contract form, 
which was approved for use by the two governments, was used in making fixed- 
price supply contracts, involving MDAP appropriated dollar funds, with the 
French Government for items contained in the 1952 Lisbon Program. 

b. The contract form referred to in a, above, consists of : 

(1) Cover Sheet. 

(2) Schedule (Schedule of Items to be Furnished Under this Contract). 

(3) Sehedule Continuation (Technical Requirements Relating to All 
Items). 

(4) Schedule Continuation (Additional Technical Requirements Relating 
to Individual Items). 

(5) General Provisions and Special Provisions. 

(6) Assignment of Claims Act of 1940, as amended. 

(7) Signature Sheet. 

5. Local Reproduction.—a. If additional copies of the exchange of notes are 
required, authority is granted to reproduce them locally. The exchange of notes 
is not stocked by the USAREUR Publications Depot. 

b. The contract form may not be reproduced locally unless specifically author- 
ized by the Adjutant General, USAREUR. 

6. Limitations on Use.—The contract form and the clauses contained therein 
were approved exclusively for use in the accomplishment of the 1952 Lisbon 
Program, and the use of the form and clauses will not be construed as a prece- 
dent in future contracting. Such clauses may not be used in other contracts, 
except when authorized by the provisions of current directives or prior approval 
of the Assistant Chief of Staff, G—4, Logistics, USAREUR (Chief, Proc Br) is 
obtained. 

[AG 400.12 GLD—Heid Mil 7258] 

By COMMAND OF LIEUTENANT GENERAL BOLTE: 
C. B. FERENBAUGH, 
Major General, GS 
Chief of Staff. 
OFFICIAL : 
L. V. WARNER, 
Brigadier General, USA, 
Adjutant General. 
ecerer eat Ea Army Procurement and Contracting Officer and Office, 
plus— 
38—CINCUSAFE (info). 
8—COMNAVGER (info). 
10—G4 (Policy and Reg See, Proce Br). 


ANNEX A 
EXCHANGE OF NoTES BETWEEN U. S. AND FRENCH GOVERNMENTS 


THE FOREIGN SERVICE OF THE UNITED STATES OF AMERICA, 
AMERICAN EMBASSY, 
Paris, May 13, 1952 
No. 1055 
His Excellency Monsieur Rosert SCHUMAN, 
Ministry of Foreign Affairs, Paris. 

My Dear Mr. PRESIDENT: I have the honor to refer to the Memorandum of 
Understanding, between our two Governments signed at Lisbon on February 25, 
1952, which included, inter alia, and undertaking by the United States Govern- 
ment, in consideration of certain actions by the French Government and in par- 
ticular further to assist the latter in its military mutual defense operations in 
Indo China, to procure and transfer to the French Government, pursuant to the 
terms of the Mutual Security Act of 1951, not to exceed $200 million worth of 
arms, equipment and supplies urgently needed by the French Government. It 
was understood that the items to be included in such a purchase will be selected 
by the United States Government with the concurrence of the French Govern- 
ment. It was also understood that the items to be purchased should be largely 
of French origin or manufacture but might also include goods of United States 
origin or manufacture. It is the purpose of the present note to state, in accord- 
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ance with the terms of the basic understandings between the two Governments 
on this subject, the following further understandings reached relative to those 
purchases, within the $200 million total, to be made in France: 

1. The present arrangement is made in accordance with the Mutual Defense 
Assistance Agreements of January 27, 1950 and December 23, 1950, as amended 
by subsequent exchanges of notes. 

2. The items to be procured in France shall be purchased by the United 
States Government under the terms of a contract or contracts between the Goy- 
ernments to be negotiated and signed, on the one hand by authorized procure- 
ment officers of the United States Armed Forces and on the other hand by 
authorized officials of the French Government. 

3. The French Government agrees to submit price quotations in United States 
currency and understands that the contracts entered into hereunder will provide 
for payments in United States currency. The prices quoted will not be in excess 
of the dollar equivalent of prices payable in francs by the French Government 
under subcontracts related to the contracts hereunder. 

4. No surcharges or other reimbursements covering administration or inspec- 
tion costs will be charged by the French Government with respect to contracts 
entered into hereunder. 

5. It is agreed that the French Government will not realize a profit of any 
nature, including net gains resulting from fluctuations in exchange rates, on 
contracts executed hereunder. The French Government agrees to determine, 
prior to December 31, 1954, whether it has realized any such profit, in which 
event, or in the event that the United States Government prior to such date 
considers that such profit may have been made, the French Government agrees 
immediately to enter into conversations with the United States Government 
for the purpose of determining the existence and the amount of such profit. 
For the determination of net profit, the contracts will be considered collectively, 
and not individually. During these conversations the United States Govern- 
ment shall have access to such documents and accounting data as may be agreed 
upon between the parties. If these conversations establish that a net profit has 
been realized, the French Government will furnish to the United States Gov- 
ernment at no cost to the latter additional quantities of contract items selected 
by the United States Government to the value of such net profit. Such addi- 
tional deliveries will be provided for by amending contract or contracts executed 
hereunder, to provide for such increases in quantity, but without increase 
in the total contract price. 

6. The French Government will make every effort to assure to French pro- 
ducers the supply of raw materials and equipment needed for the execution of 

| these contracts. While it is understood that no obligation with respect to supply 
| assistance shall have been incurred by the United States Government by virtue 
of its having entered into these contracts, such supply assistance as the United 
States may be prepared to provide will be furnished through normal defense 
supply operations and in a manner consistent with international allocations 
machinery rather than through any special United States procedures or any 
special United States intercession in international committees. 

7. If the procurement or acceptance of some particular item covered by such 
a contract proves to entail special difficulties for one of the Governments, such 
Government will have the right, with the concurrence of the other party, to 
withdraw the item concerned prior to its delivery and acceptance under the 
contract. 

8. The terms of contracts entered into hereunder shall not be regarded as 
establishing a precedent for the terms of future contracts under any United 
States procurement program in France. 

9. Items acquired by the United States Government under these contracts 
shall be transferred to the French Government in accordance with the terms of 
the Mutual Defense Assistance Agreements of January 27, 1950 and December 
23, 1950 as amended. If, during any period, such transfers should be prevented 
by operation of Public Law 213, 82nd Congress of the United States, or any other 
laws of the United States then it is understood that delivery to the United States 
of items under contracts executed hereunder will be suspended during such 

period. 

10. In view of the urgent necessity for rapid production and prompt delivery 
of items to be provided under these contracts, both Governments agree to expe- 
dite all activities including prompt payments by the United States Government 
to the French Government for items delivered and prompt payments by the 
French Government to its suppliers in connection with contracts covered hereby. 


ne 
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They will also furnish each other with such information as may be necessary 
for the purpose of carrying out the contracts. 

I should appreciate it if you could confirm that the foregoing represents the 
understanding of your Government in this matter. 

Please accept, my dear Mr. President, the assurance of my highest considera- 
tion. 


JAMES CLEMENT DUNN. 


DEPARTMENT OF FOREIGN AFFAIRS 

FRENCH REPUBLIC 

Paris, 13 May 1952 

His Excellency Mr. JAMES CLEMENT DuNN, 
United States Ambassador, Paris. 


Mr. AMBASSADOR: By letter dated this day, you were kind enough to inform 
me that the purchases of arms, equipments and supplies which the United States 
Government intends to make and to transfer to the French Government so as 
to support its mutual defense effort in Indo-China, within the limit of two 
hundred million dollars, in accordance with the provisions of the memorandum 
of agreement signed in Lisbon on 25 Feb 1952, may be effected under the follow- 
ing conditions. 

Articles will be chosen by the United States Government with the approval of 
the French Government. It is understood that they will be, for the most part, 
of French origin or make, but they may eventually be of American origin or 
make. 

As regards to such articles which will be bought in France, within the limit of 
200 millions of dollars previously mentioned, the following general provisions 
will apply: 

1. These provisions are established in accordance with the Agreements relating 
to the Aid for Mutual Defense of 27 Jan and 23 Dee 1950, as amended by subse- 
quent exchanges of notes. 

2. Articles to be bought in France will be purchased by the United States 
Government, in consideration of a contract or contracts between the Govern- 
ments, which contract or contracts are to be negotiated and signed on the one 
hand by duly authorized officers of the Armed Forces of the United States, and 
on the other hand, by duly authorized officials of the French Government. 

3. The French Government agrees to list the prices in United States currency, 
and it is understood that the payments to be made under such contracts will be 
made in American currency. These prices will not exceed the equivalent in 
dollars of the prices payable in frances by the French Government for sub- 
contracts relating to the contracts. 

4. No supplement or other reimbursement of administration or inspection 
costs will be billed by the French Government on account of these contracts. 

5. It is agreed that the French Government will make no profit of any kind in 
connection with such contracts, namely under the form of net profits resulting 
from exchange fluctuations. 

The French Government agrees to determine before 31 Dec 1952, whether 
it has made such a profit. If the French Government is of opinion that such 
profit exists, or if the United States Government considers, prior to this date, 
that a profit of such type may have been made, the French Government agrees 
to immediately take up the matter with the United States Government so as 
to determine the existence and the amount of such profit. For the determination 
of this net profit, the contracts will be taken collectively and not one by one. 
During the parley, the United States Government will have access to the files 
and accountancy documents upon which the two Governments will have agreed. 
If it appears from this discussion that a net profit has been made, the French 
Government will supply to the United States Government, at no expense to the 
latter, supplementary quantities of the articles listed in these contracts and 
chosen by the United States Government, for an amount not exceeding the amount 
of this net profit. To this end, amendments tending to increase the anticipated 
quantities will be made to one or several contracts without increase of the total 
price. 

6. The French Government will endeavor as much as possible to supply the 
French manufacturers with the raw materials and equipments which are neces- 
sary for the execution of these contracts. It is understood that the United 
States Government will assume no obligation of this type because it has nego- 
tiated these contracts. The aid that the United States might be able to furnish 
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in this connection will be granted within the scope of the normal supply opera- 
tions for the defense, and in a manner that will be consistent with the interna- 
tional mechanism of allowances rather than by resorting to special American 
procedures or to special American intervention in the international Committees. 

7. If it happens that the furnishings or the acceptance of a particular article 
that is covered by one of these contracts would be the cause of special difficulties 
for any of the two Governments, this Government will have the right, with the 
other Government’s consent, to exclude from the “deal” the article in ques- 
tion before it is delivered and accepted in fulfillment of the said contract. 

8. The clauses of the contracts which are negotiated under the present ex- 
change of letters must not be considered as a model for the reduction of con- 
tracts that might be entered into in application of any other American programme 
of purchases in France. 

9. Articles purchased by the United States Government in fulfillment of these 
contracts will be transferred to the French Government in accordance with the 
Agreements relating to the Aid for Mutual Defense of 27 Jan and 23 Dec 1950, 
as amended. If, in application of Law No. 213 of 82nd US Congress, or of any 
other US Laws, such transfers would be interrupted, the deliveries to be made 
to the United States Government under the said contracts would be suspended 
during the period of such interruption. 

10. The two Governments admit that the rapid manufacture and delivery 
of the articles to be supplied under these contracts constitute an urgent necessity. 
Consequently, they agree to speed up all operations relating to the said contracts. 
The United States Government accepts namely to promptly pay to the French Gov- | 
ernment the article furnished, and the French Government to promptly settle 
with its suppliers. The two Governments will communicate to one another all 
data that may be necessary for the execution of the said contracts. 

I have the honor of giving you the agreement of the French Government on 
the preceding lines. 

I avail myself of this opportunity, Mr. Ambassador, to renew to your Ex- 
cellency, the assurance of my high regard. 

SCHUMAN. 
ANNEX B 
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NEGOTIATED CONTRACT FOR THE PROCUREMENT OF SUPPLIES, SERVICES, AND 
MATERIALS IN FRANCE 


This fixed price negotiated contract is entered into pursuant to the provisions 
of section 2 (c) (1) of the Armed Services Procurement Act of 1947 (Public 
Law 413, 80th Congress of the United States of America), and other applicable 
law. 
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PAYMENTS To be made in U. S. dollars 


This contract is entered into this ___________-_ ae te ea le 
by and between the United States of America (hereinafter called the U. S. 
Government) represented by the Contracting Officer executing this contract 
ieee , an agency of the Republic of France (hereinafter 
called the French Government) represented by ___-_..--______________-. 

This contract is executed pursuant to the exchange of notes between the U. S. 
Government and the French Government dated May 13, 1952 concerning pro- 
curement of certain supplies, services, and materials in France and is governed 
thereby. 

Witnesseth that the parties hereto do mutually agree as follows: 

(a) General provisions of this contract shall apply to all purchases set forth 
in the schedule hereto. 

(b) Technical requirements, including, but not limited to place of inspection, 
place of delivery, date of delivery, descriptions (including drawing, design, and 
specification data), item price, and clauses needed for complete understanding 
for performance requirements respecting individual items purchased, are con- 
tained in the schedule hereto. 
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(c) Deliveries will be accomplished in accordance with requirements of the 
schedule hereto. The French Government shall not, in any event, be entitled 
to make delivery of any item called for under this contract after 30 June 1954 
nor shall the U. S. Government be obliged to make payments for any item 
delivered after 30 June 1954 unless such date is otherwise extended by mutual 
agreement of the parties. 


SCHEDULE OF ITEMS To Be FURNISHED UNDER THIS CONTRACT 


. { —__—__ ee 


Item No. Nomenclature | Quantity a Unit | Unit price Unit price Amount 
| 


TECHNICAL REQUIREMENTS RELATING TO ALL ITEMS 
Certification 

The French Government agrees that it will furnish the following certificate 
with the billing invoices. 

The French Government certifies : 

1. That its representatives have inspected the items billed for hereunder and 
have found the quantities charged for are correct and all supplies, services or 
materials for which payment is requested have met all requirements of the con- 
tract schedules in accordance with French standards and applicable contract 
specifications. 

That the items for which payment is requested were received by the French 
Government from its contractors after the date of the exchange of notes respecting 
this procurement between the U. S. Government and the French Government. 

3. That the unit prices for which payment is requested do not include any taxes 
or ‘Cation exempted by the Memorandum of Agreement between the French Gov- 
ernment and the United States Government dated March 13, 1952 and any 
amendments thereto, or any other tax exemptions applicable to items hereunder. 

4. That the above bill is correct and just and that payment therefor has not 
been received. 


Point of Delivery and Acceptance 


The point of delivery to and acceptance by the United States Government of 
Seetes: DOTOREGET Wile BOOTS . ces daedicawaniiesce eens which will also be 
the point of transfer of these items to the French Government. It is mutually 
agreed that the aforesaid transactions will take place simultaneously. 





(*)Note: Unless the same point applies for all items, fill in the blank space with the 
words “‘as set forth below.” 


ADDITIONAL TECHNICAL REQUIREMENTS RELATING TO INDIVIDUAL ITEMS 


Technical Requirements Relating to Production of Item No. — 


1. Delivery Schedule 
The materials, supplies or services set forth in this item No. ____ of the schedule 
will be delivered as follows at the designated point of delivery and acceptance. 
Unit Approximate Delivery Date 


GENERAL PROVISIONS 
1. Definitions 

As used throughout this contract, the following terms shall have the meanings 
set forth below: 

(a) The term “Secretary” means the Secretary, the Under Secretary, or 
any Assistant Secretary of the Department of the U. S. Government entering 
into this contract, and the head or any assistant head of the concerned execu- 
tive agency of the U. S. Government; and the term “his duly authorized 
representative” means any person or persons or board (other than the Con- 
tracting Officer) authorized to act for the Secretary. 

(b) The term “Contracting Officer” means the person executing this con- 
tract on behalf of the U. S. Government, and any other officer or civilian 
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employee who is properly designated Contracting Officer; and the term in- 
cludes, except as otherwise provided in this contract, the authorized repre- 
sentative of a Contracting Officer acting within the limits of his authority. 

(c) Except as otherwise provided in this contract, the term “subcontracts” 
includes purchase orders under this contract. 


2. Acceptance 

Except as otherwise provided in this contract, acceptance of a contract item 
shall be deemed to take place at the time an appropriate representative of the 
U. S. Government issues to the French Government a document indicating ac- 
ceptance of deli, eries of contract items by the U. S. Government. 
8. Brtras 

(a) Except as otherwise provided in this contract, no payment for extras shall 
be made unless such extras and the price therefor have been authorized in writing 
by the Contracting Officer. 

(b) No upward revision of item unit price will be permitted. 
4. Variation in quantity 

No variation in the quantity of any item called for by this contract will be ac- 
cepted unless such variation has been caused by conditions of loading, shipping, 
or packing, or allowances in manufacturing processes, and then only to the ex- 
tent, if any, specified elsewhere in this contract. 


5. Inerease in quantity 


(a) The French Government hereby grants to the U. S. Government the right, 
at any time and from time to time, within the life of this contract to increase the 
quantity or quantities of the supplies called for herein to the extent that any 
funds are available and as mutually agreed between the parties, at not more 
than the unit prices stated, to any amount that would not exceed 50 percent of 
the entire contract price stipulated; said increase to be applied as to all or any 
item or items, set forth herein, as mutually agreed between the parties. 

(b) If any increase in the quantity of items under this clause causes an in- 
erease in the time required for delivery, the contract shall be modified in writing 
accordingly. 


6. Inspection 


(a) Adequate inspection and test of all supplies (which term throughout this 
clause includes without limitation raw materials, components, intermediate as- 
semblies, and end products) to insure conformity with contract specifications is 
the responsibility of and shall be effected by the French Government. 

(b) The French Government will furnish a certificate or certificates with the 
billing invoices stating that the inspection has been made and that all supplies, 
services or materials for which payment is requested have met all requirements 
of the contract schedules in accordance with French standards and applicable 
contract specifications. 

(ec) U. S. Government representatives shall have the right to verify in com- 
pany with French Government representatives the certifications that the end 
items conform to standards and contract specifications and that the quantity of 
end items specified under this contract is delivered. 


7. Responsibility for supplies 


Except as otherwise provided in this contract the French Government shall be 
responsible at all times for the supplies covered by this contract. 


8. Payments 


The French Government shall be paid, upon the submission of properly certified 
invoices or vouchers, the prices stipulated herein for supplies delivered and ac- 
cepted or services rendered and accepted, less deductions, if any, as herein pro- 
vided. Unless otherwise specified, payment may be made on partial deliveries 
accepted by the U. S. Government when the amount due on such deliveries so 
warrants; or, when requested by the French Government, payment for accepted 
partial deliveries shall be made whenever such payment would equal or exceed 
$100,000 or whenever 50% of the quantity of any item in the Schedule has been 
delivered. 


9. Assignment of claims 


No claim arising under this contract shall be assigned by the French Govern- 
ment except as follows: 
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(a) Pursuant to the provisions of the Assignment of Claims Act of 1940 as 
amended (31 U. S. Code 208, 41 U. S. Code 15), copy of which is attached, 
if this contract provides for payments aggregating $1,000 or more, claims for 
moneys due or to become due the French Government from the U. S. Government 
under this contract may be assigned to a bank, trust company, or other financing 
institution, including any Federal lending agency, and may thereafter be further 
assigned and reassigned to any such institution. Any such assignment or reas- 
signment shall cover all amounts payable under this contract and not already 
paid, and shall not be made to more than one party, except that any such assign- 
ment or reassignment may be made to one party as agent or trustee for two or 
more parties participating in such financing. 

(b) In no event shall copies of this contract or of any plans, specifications, or 
other similar documents relating to work under this contract, if marked “Top 
Secret”, “Secret”, “Confidential”, or “Restricted”, be furnished to any assignee 
of any claim arising under this contract or to any other person not entitled to 
receive the same; provided, that a copy of any part or all of this contract so 
marked may be furnished, or any information contained therein may be dis- 
closed, to such assignee upon the prior written authorization of the Contracting 
Officer. 

10. Tazres 


The prices under this contract shall be exclusive of all taxes or duties exempted 
by the Memorandum of Agreement between the French Government and the U. S. 
Government dated March 13, 1952 and any amendments thereto, and any other 
tax exemptions applicable to any items covered by this contract. Where the 
amounts of such taxes or duties cannot be computed at the time this contract is 
made, deduction of these amounts shall be made as they are computed from time 
to time, and the contract prices shall be correspondingly reduced. In no event 
shall invoices reflect taxes exempted under this contract. 


11. Disputes under subcontracts 


The French Government agrees to indemnify and save harmless the U. S. Gov- 
ernment against all claims and suits of whatsoever nature by any subcontractors 
against the French Government or the U. S. Government arising under or inci- 
dental to performance of this contract. 


12. Patent indemnity 


The French Government agrees to indemnify the U. S. Government and its 
officers, agents and employees against liability, including costs and expenses, for 
infringement upon any Letters Patent, arising out of the performance of this 
contract, including but not limited to the performance of those contracts between 
the French Government and its various manufacturers or suppliers for the fur- 
nishing of items paid for by the U. S. Government under this contract, or out of 
the use or disposal by or for the account of the U. S. Government of supplies fur- 
nished or construction work performed hereunder. 


13. Termination by consent 


In the event of mutual agreement of the parties to terminate this contract in 
whole or in part, the French Government shall assume responsibility for all un- 
completed items and all costs other than for items accepted by the U. S. Govern- 
ment, and the U. 8. Government will pay the French Government only for com- 
pleted items accepted by the U. S. Government prior to the date of termination 
or prior to such date as is mutually agreed to by the parties. 


14. Officials not to benefit 


No member of or delegate to Congress, or resident commissioner, shall be ad- 
mitted to any share or part of this contract, or to any benefit that may arise 
therefrom ; but this provision shall not be construed to extend to this contract if 
made with a corporation for its general benefit. 


15. Covenant against contingent fees 


The French Government warrants that no person or selling agency has been 
employed or retained to solicit or secure this contract upon an agreement or un- 
derstanding for a commission, percentage, brokerage, or contingent fee, excepting 
bona fide employees or bona fide established commercial or selling agencies main- 
tained by the French Government for the purpose of securing business. For 
breach or violation of this warranty the U. S. Government shall have the right to 
annul this contract without liability or in its discretion to deduct from the con- 
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tract price or consideration the full amount of such commission, percentage, 
brokerage, or contingent fee. 
SPECIAL PROVISIONS 

Pricing 

Where the unit price of any item under this contract, excluding those taxes 
and duties which the Government of France has agreed to eliminate, was agreed 
upon by the French Government and the United States Government before the 
existence of a contract between the French Government and a French supplier 
to furnish a similar quantity of the same or similar items, then in the event that 
the contract finally executed by the French Government and its supplier contains 
a price which, after the exclusion of such taxes and duties is lower than the unit 
price under this contract, then the latter shall be reduced accordingly, and the 
quantity of items may be increased by a number of the same items which when 
multiplied by the new unit price will equal the difference between the new total 
item cost and the original negotiated total item cost. 


ASSIGNMENT OF CLAIMS ACT OF 1940, AS AMENDED 


All transfers and assignments made of any claim upon the United States, or of 
any part or share thereof, or interest therein, whether absolute or conditional, 
and whatever may be the consideration therefor, and all powers of attorney, 
orders, or other authorities for receiving payment of any such claim, or of any 
part or share thereof, shall be absolutely null and void, unless they are freely 
made and executed in the presence of at least two attesting witnesses, after the 
allowance of such a claim, the ascertainment of the amount due, and the issuing 
of a warrant for the payment thereof. Such transfers, assignments, and powers 
of attorney, must recite the warrant for payment, and must be acknowledged by 
the person making them, before an officer having authority to take acknowledg- 
ments of deeds, and shall be certified by the officer; and it must appear by the 
certificate that the officer, at the time of the acknowledgment, read and fully 
explained the transfer, assignment, or warrant of attorney to the person 
acknowledging the same. The provisions of this section shall not apply to pay- 
ments for rent of postoffice quarters made by postmasters to duly authorized 
agents of the lessors. 

The provisions of the preceding paragraph shall not apply in any case in which 
the moneys due or to become due from the United States or from any agency or 
department thereof, under a contract providing for payments aggregating $1,000 
or more, are assigned to a bank, trust company, or other financing institution, 
including any Federal lending agency: Provided, 1. That in the case of any 
contract entered into prior to October 9, 1940, no claim shall be assigned without 
the consent of the head of the department or agency concerned; 2. That in the 
case of any contract entered into after October 9, 1940, no claim shall be assigned 
if it arises under a contract which forbids such assignment; 3. That unless other- 
wise expressly permitted by such contract any such assignment shall cover all 
amounts payable under such contract and not already paid, shall not be made to 
more than one party, and shall not be subject to further assignment, except that 
any such assignment may be made to one party as agent or trustee for two or more 
parties participating in such financing; 4. That in the event of any such assign- 
ment, the assignee thereof shall file written notice of the assignment together 
with a true copy of the instrument of assignment with (a) the contracting officer 
or the head of his department or agency; (b) the surety or sureties upon the bond 
or bonds, if any, in connection with such contract; and (¢c) the disbursing officer, 
if any, designated in such contract to make payment. 

Notwithstanding any law to the contrary governing the validity of assignments, 
any assignment pursuant to the Assignment of Claims Act of 1940, as amended, 
shall constitute a valid assignment for all purposes. 

In any case in which moneys due or to become due under any contract are or 
have been assigned pursuant to this section, no liability of any nature of the 
assignor to the United States or any department or agency thereof, whether 
arising from or independently of such contract, shall create or impose any liability 
on the part of the assignee to make restitution, refund, or repayment to the United 
States of any amount heretofore since July 1, 1950, or hereafter received under 
the assignment. 

Any contract of the Department of Defense, the General Services Administra- 
tion, the Atomic Energy Commission, or any other department or agency of the 
United States designated by the President, except any such contract under which 
‘ull payment has been made, may, in time of war or national emergency pro- 
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claimed by the President (including the national emergency proclaimed December 
16, 1950) or by Act or joint resolution of the Congress and until such war or 
national emergency has been terminated in such manner, provide or be amended 
without consideration to provide that payments to be made to the assignee of 
any moneys due or to become due under such contract shall not be subject to 
reduction or set-off, and if such provision or one to the same general effect has 
been at any time heretofore or is hereafter included or inserted in any such con- 
tract, payments to be made thereafter to an assignee of any moneys due or to 
become due under such contract, whether during or after such war or emergency, 
shall not be subject to reduction or set-off for any liability of any nature of the 
assignor to the United States or any department or agency thereof which arises 
independently of such contract, or hereafter for any liability of the assignor on 
account of (1) renegotiation under any renegotiation statute or under any 
statutory renegotiation article in the contract, (2) fines, (3) penalties (which 
term does not include amounts which may be collected or withheld from the 
assignor in accordance with or for failure to comply with the terms of the 
contract), or (4) taxes, social security contributions, or the withholding or non- 
withholding of taxes or social security contributions, whether arising from or 
independently of such contract. 

Except as herein otherwise provided, nothing in this Act, as amended, shall be 
deemed to affect or impair rights or obligations heretofore accrued. 

(RS Sec 3477; May 27, 1908, Ch 206, 35 Stat 411; Oct 9, 1940, Ch 779, See 1, 54 
Stat 1029; July 26, 1947, Ch 348, title II, Sec 205 (a), 61 Stat 501; May 15, 1951 
PL 30, 82nd Cong). 

The rights and obligations of the parties to this contract shall be subject to 
and governed by the Schedule and the General Provisions. To the extent of any 
inconsistency between the Schedule or the General Provisions, and any specifica- 
tions or other provisions which are made a part of this contract by reference or 
otherwise, the Schedule and the General Provisions shall control. To the extent 
of any inconsistency between the Schedule and the General Provisions, the 
Schedule shall control. 

IN WITNESS WHEREOF, the parties hereto have executed this contract as of the 
day and year first above written: 


Tue UNITED STATES OF AMERICA 


BY’ tesi.0 bie 5a teed desler eos 
"(Contracting Officer) == 
i One (Contractor) 

Oe oc Skeet enae 
oe OCR AS a be ar 
aaa’ Ma. +. 


HEADQUARTERS, UNITED STATES ARMY, EUROPE 


PROCUREMENT CIRCULAR APO 403 
NUMBER 26 30 July 1953 


CONTRACTING IN FRANCE 





1953 Bupeet Support PROGRAM 


1. General.—The provisions of this circular are applicable to USAREUR 
procurement activities which involve contracting in France with MDAP appro- 
priated dollar funds for the 1953 Budget Support Program. 

2. Purpose.—The purpose of this circular is to: 

a. Make available for information and guidance, a copy of the exchange of 
notes between the US and French Governments relative to procurement in 
France to accomplish the 1953 Budget Support Program (Annex A), 8 April 1953. 

b. Prescribe the contract form, AE Form 373 (Annex B) to be used during 
US FY 1953 in fulfillment of the 1953 Budget Support Program. 

3. Exchange of Notes—The exchange of notes: 

a. Sets forth certain principles and policies which the two governments have 
agreed will govern procurement under the program. 


98996—58——43 
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b. Contains principles and policies relating to contract placement, price 
quotations, taxes, mutual modification of contract quantities, profit refunding, 
supply of materials and equipment, administrative and inspection costs, uni- 
lateral termination, and expediting of payments. 

4. Government-to-Government Contracts.—a. The attached contract form ap- 
proved for use by the two governments, will be used in making fixed-price supply 
contracts, involving MDAP appropriated dollar funds, with the French Govern- 
ment for items contained in the 1953 Budget Support Program or any other 
program for which this form is authorized specifically. 

b. The contract form referred to in a, above, consists of : 

(1) Cover Sheet. 

(2) Schedule (Schedule of Items to be Furnished Under this Contract). 

(3) Schedule Continuation (Technical Requirements Relating to Indi- 
vidual Items). 

(4) General Provisions. 

(5) Signature Sheet. 

ce. Inasmuch as the contracts referred to in a, above, will be executed subject 
to the exchange of notes, the exchange of notes will become a part of the con- 
tracts. Normally, it would be necessary to attach a copy of such notes to each 
copy of the contract; however, in the interest of administrative economy, and 
since the original exchange of notes is available in the national archives of the 
United States in Washington, D. C., and copies are available to all procurement 
personnel involved (by publication herein), the exchange of notes need not be 
attached to the contract. 

5. Local reproduction.—a. If additional copies of the exchange of notes are 
required, authority is granted to reproduce them locally. The exchange of 
notes is not stocked by the USAREUR Publications Depot. 

b. The contract form is available by requisition on the USAREUR Publica- 
tions Depot and may not be reproduced locally, unless specifically authorized 
by the Adjutant General, USAREUR. 

6. Limitations on Use.—The contract form and the clauses contained therein 
were approved for use in the accomplishment of the 1953 Budget Support Pro- 
gram. The use of the form and clauses will not be construed as a precedent 
in future contracting. Such clauses will not be nsed in other contracts, except 
when authorized by the provisions of current directives or prior approval of 
the Assistant Chief of Staff, G—4, Logistics, USAREUR (Chief, Proe Br) is 
obtained. (AG 400.12 GLD-—Heid Mil 7258) 


By CoMMAND OF LIEUTENANT GENERAL BOLTE: 


OFFICIAL: 
L. V. WARNER, C. B. FereENBAUGH, 
Brigadier General, USA Vajor General, GS 
Adjutant General. Chief of Staff. 


DIstTrRIBUTION : Ha Army Procurement and Contracting Officer and Office, plus— 
38—CINCUSAFE (info) 
3—COMNAVGER (info) 
10—G4 (Policy and Reg Sec, Proc Br) 


ANNEX A 
EXCHANGE oF NoTeES BETWEEN US anp FRENCH GOVERNMENTS 
EMBASSY OF THE UNITED STATES OF AMERICA, 


Paris, April 8, 1953 
No. 467 


His Excellency Monsieur GrorcEs BIDAULT, 
Minister of Foreign Affairs, Paris. 

My DEAR Mr. PRESIDENT: I have the honor to propose that the following prin- 
ciples and procedures be adopted by our Governments to govern that portion of 
United States aid to France during the United States Fiscal Year 1953 which 
takes the form of procurement of items within the French budget for the Cal- 
endar Year 1953: 

(1) The procurement will be carried out in accordance with the Mutual Defense 
Assistance Agreements of January 27, 1950 and December 23, 1950, as amended by 
subsequent exchanges of notes. 
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(2) The items to be procured will be purchased in France, but the possibility 
of purchasing items in the United States at the request of the French Government 
is not excluded. Transfer to the French Government of items procured under 
this program will be for utilization only by French forces in the NATO area or by 
forces in Indo-China in fulfillment of mutual defense objectives. 

(3) The items to be procured will be selected by representatives of the United 
States Military Assistance Advisory Group, France, in consultation with the 
appropriate French representatives, from the items appearing in the French 
defense budget for the Calendar Year 1953, and which are desired by and accept- 
able to French forces in the NATO area or the forces in Indo-China. In selecting 
the items every effort will be made to coordinate this procurement with the 
United States end-item program and with items in the French budget for the 
Calendar Year 1953 which are financed by counterpart funds in order to assure 
an integrated and balanced defense effort in accordance with mutual defense 
objectives. 

(4) The items will be purchased by the United States Government in United 
States currency under the terms of contracts between the two Governments to 
be negotiated and signed before July 1, 1953, on the one hand by authorized 
contracting officers of the United States Armed Forces and on the other hand by 
authorized officials of the French Government. 

(5) The French Government will submit price quotations, excluding taxes 
exempted by the tax relief agreement of June 13, 1952, in United States currency. 
The prices in the contracts contemplated hereunder will not exceed the dollar 
equivalent of prices payable in francs by the French Government to its suppliers. 
However, in situations where the French Government has not placed contracts 
with its suppliers before the contracts contemplated hereunder are signed and 
subsequently it is determined that the prices in the latter are in excess of the 
dollar equivalent of prices payable by the French Government to its suppliers, 
the prices in the contracts between the United States and French Governments 
will be reduced and the quantity of items will be increased accordingly. The 
French Government will make certifications to the United States Government in 
connection with the above. 

(6) If the procurement or acceptance of some particular item covered by such 
a contract proves to entail special difficulties for one of the Governments, such 
Government will have the right, with the concurrence of the other party, to 
delete such item from the contract. In such case the quantity of other items 
to be furnished in accordance with provisions of the same contract will, insofar 
as feasible, be increased so that the total contract price remains unchanged. 

(7) No profit of any nature, including net gains resulting from fluctuations in 
exchange rates, will be made by the French Government on these contracts. In 
the computation of profits hereunder the contracts shall be taken collectively. 
Upon final payment under these contracts and related subcontracts, the French 
Government will certify whether it has realized any such profit. In the event 
that either Government considers that such profit may have been realized, the 
two Governments will immediately enter into conversations for the purpose of 
determining the existence and the amount of such profit. During these conver- 
sations, it is agreed that the French Government will make available such docv- 
ments and accounting data as may be necessary to determine the facts. If, as 
a result of conversations between the respective Governments, it is established 
that profit has been realized by the French Government on such contracts, the 
French Government will refund the amount of the profit to the United States 
Government under arrangements and procedures to be agreed upon between the 
two Governments. At the request of either Government, a refund adjustment 
will be accomplished at the earlier practicable date, but this adjustment must 
be effected on or before December 31, 1955, unless a later date is mutually agreed 
upon by the two Governments. 

(8) The French Government will make every effort to assure to French pro- 
ducers the supply of raw materials and equipment needed for the execution of 
these contracts. While no obligation with respect to supply assistance is incurred 
by the United States Government by virtue of its having entered into these 
contracts, such supply assistance as the United States may be prepared to provide 
will be furnished through normal defense supply operations and in a manner 
consistent with international allocations machinery rather than through any 


special United States procedures or any special United States intercession in 
international committees. 
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(9) No surcharges or other reimbursements covering administration or 
inspection costs will be charged by the French Government with respect to 
contracts entered into hereunder. 

(10) The terms of contracts entered into hereunder do not establish a prece- 
dent for the terms of future contracts under any United States procurement 
program in France. 

(11) Transfer to the French Government of items acquired by the United 
States Government under these contracts shall be in accordance with the terms 
of the Mutual Defense Assistance Agreements of January 27, 1950 and December 
23, 1950, as amended. If, during any period the United States Government should 
be prevented from effecting such transfers by operation of Public Law 213, 
82nd Congress of the United States, or any other laws of the United States, it 
reserves the right to suspend acceptance of items to be delivered under con- 
tracts executed in accordance with this exchange of notes during such period 
or to terminate the contracts. 

(12) There will be prompt consultation regarding any difficulties that may 
arise in connection with this procurement with a view to reaching a mutually 
satisfactory solution. In view of the urgent necessity for rapid production 
and prompt delivery of items to be provided under these contracts, both Gov- 
ernments agree to expedite all activities including prompt payments by the 
United States Government to the French Government for items delivered and 
prompt payments by the French Government to its suppliers in connection with 
contracts covered hereby. They will also furnish each other with such infor- 
mation as may be necessary for the purpose of carrying out the contracts. 

I should appreciate it if you could confirm that your Government is in accord 
with the foregoing principles and procedures. 

Please accept, my dear Mr. President, the assurances of my highest con- 
sideration. 


Dovuae.as DILLON. 


DEPARTMENT OF FOREIGN AFFAIRS, 
FRENCH REPUBLIC, 
Paris, 8 April 1953 
His Excellency Mr. C. DovGias DILLon, 
United States Ambassador, Paris. 

Mr. AMBASSADOR: By letter dated this day, you are kind enough to propose to 
me that the following basis and procedures be adopted by our respective Gov- 
ernments as regards to the fraction of the American aid granted to France for 
the American fiscal year 1953 in the form of purchases of articles listed in the 
French Budget for the calendar year 1953. 

1. These purchases will be made in conformity with the Agreements relating 
to the Aid for Mutual Defense of 27 Jan and 23 Dec 1950, as amended by the 
subsequent exchanges of notes. 

2. Articles which will be the subject of these purchases will be bought in 
France, but the possibility of purchasing articles in the United States at the 
request of the French Government is not excluded. These articles will be 
transferred to the French Government exclusively in view of their use by the 
French Forces within the NATO zone, or by the Armed Forces in Indo-China, 
in accordance with the aims of the Mutual Defense. 

3. Articles to be the subject of a purchase will be chosen by representatives 
of the consultant Groupe of the American Military Aid in France, in liaison 
with the qualified French representatives, from the articles listed in the French 
Budget for the calendar year, 1953, and that the French Forces within the 
NATO zone or the Armed Forces of Indo-China wish to obtain and deem ac- 
ceptable. In picking out such items, all efforts will be made to coordinate the 
purchases with the American programme of supply of finished military equip- 
ments, and with the supplies provided for in the French Budget for the calendar 
year 1953, which are “financed” by the countervalue funds in view of assuring 
the complete execution and a state of balance of the armament effort in accord- 
ance with the aims of the Mutual Defense. 

4. The articles (items) will be purchased by the United States Government 
for United States currency, in consideration of contracts negotiated between 
the two Governments, which are to be passed and signed before 1st July 1953, 
on the one hand by duly authorized officers of the American Armed Forces, and 
on the other hand, by duly authorized officials of the French Government. 

5. The French Government will indicate the prices in United States currency, 
after deduction of the taxes the exemption of which is provided by the tax- 
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reducing Agreement of 13 June 1952. In the contracts that are covered by this 
letter, prices will not exceed the dollar-equivalent of the prices payable in 
francs by the French Government to its suppliers. 

However, when the French Government has not passed any contracts with its 
suppliers before the signature of the contracts covered by this letter, and when 
it will subsequently be found out that the prices provided for in these contracts 
exceed the dollar-equivalent of the prices payable by the French Government 
to its suppliers, the prices provided for in the contracts between the French 
Government and the United States Government will sustain a corresponding 
reduction and the quantity of items will be increased in accordance. The 
French Government will furnish price certificates to the United States Govern- 
ment as regards the above-mentioned prices. 

6. If the furnishing or the acceptance of a particular item covered by one of 
these contracts leads to any special difficulties for one of the two Governments, 
such Government will have the right, with the agreement of the other Govern- 
ment, to exclude the item in question from the contract. In such case, the 
quantity of other items the delivery of which would be specified according to 
the provisions of the same contract, would be increased, as far as possible, in 
such a manner that the global price of the contract would remain unchanged. 

7. No profit of any whatever type, namely under the form of net gains. result- 
ing from exchange fluctuations should be made by the French Government from 
the execution of the said contracts. For the determination of the profits, the 
contracts will be considered collectively. At the time of the final payment, 
under said contracts and sub-contracts relating to them, the French Govern- 
men will report whether it has or not made such a profit. In case one or the 
other Government would consider that a profit of such type might have been 
made, the two Governments will immediately confer so as to determine the 
existence and the amount of such profit. During such parley, it is understood 
that the French Government will give access to the documents and accountancy 
papers to the extent necessary to establish the facts. If, on account of the 
conferences between the two Governments, it is discovered that a profit has been 
obained on said contracts by the French Government, the latter will transfer the 
amount to the United States Government in compliance with arrangements and 
procedures to be agreed on between the two Governments. At the request of 
one of the other Government, such adjustment will be effected on the earliest 
possible date; however this adjustment will have to be made at the latest on 
the date of 31 December 1955, unless a later date is agreed upon by the two 
Governments. 

8. The French Government will endeavor to have the French manufacturers 
provided with all raw materials and equipments that are necessitated by the 
execution of these contracts. Although the United States Government is under 
no obligation because it signs these contracts to help in such matter, whatever 
aid it might be in a position to supply in relation to it, will be granted within 
the scope of the normal supplying operations for the defense, and in a manner 
consistent with operations for the defense, and in a manner consistent with 
the international mechanism of allowances, rather than by resorting to special 
American procedures or by a special intervention on its part in the International 
Committees. 

9. No supplement or reimbursement of administrative or inspection costs con- 
cerning contracts that have been entered into under the present exchange of 
letters will be billed by the French Government. 

10. The clauses of the contracts entered into under the present exchange of 
letters will not form a model for the redaction of the clauses of future contracts 
that may be negotiated in application of any other American programme of pur- 
chases in France. 

11. The transfer to the French Government of the items acquired by the 
United States under these contracts will take place according to the Agreements 
relating to the aid to Mutual Defense of 27 Jan 1950 and 23 Dec 1950 as 
amended. If during a given period the United States Government faces the 
impossibility of making such transfers, in application of Public Law No 213 of 
the 82nd Congress of the United States, or of any other US law, it reserves the 
right to suspend, during said period, the reception of the items the delivery of 
which would be provided in the contracts that are signed within the scope of 
the present exchange of letters, or to cancel said contracts. 

12. All difficulties that may surge in connection with the purchases in ques- 
tion will cause immediate conversations to be started with a view to arrive at 
a satisfactory solution for both Governments. Inasmuch as the rapid manufac- 
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ture and delivery of the items to be supplied under these contracts constitute a 
pressing necessity, the two Governments agree to rush all operations relating 
to these contracts; namely, the United States Government will promptly pay to 
the French Government the delivered items, and the French Government will 
promptly settle with its suppliers. Both Governments will communicate to one 
another all data that may be necessitated for the execution of said contracts. 

I have the honor of giving you the agreement of the French Government on the 
preceding text. 

I avail myself of this opportunity, Mr. Ambassador, to renew to your 
Excellency, the assurance of my high regard. 


BIDAULT. 


AMERICAN EMBASSY, 


Paris, April 8, 1953 
Monsieur THIERRY DE CLERMONT-TONNERRE, 


Secrétaire Général, Comité Interministériel pour les Questions de Coop- 
ération Economique Européenne, 216, rue de VUniversité, Paris VII. 


Dear MR. DE CLERMONT-TONNERRE: I refer to the exchange of notes signed 
today between our two Governments concerning the principles and procedures 
to govern budget-supporting offshore procurement by the United States in France 
during 1953. 

With reference to Paragraph 5 of those notes, I suggest that the price cer- 
tification to be made by the French Government be furnished with the last 
billing invoice on each contract in accordance with the attached format. 

With reference to Paragraph 12 of those notes, it is the hope of the United 
States Government that payments to French suppliers will, insofar as feasible, 
be made in cash in order to insure rapid production and prompt delivery of the 
items concerned. 

Sincerely yours, 
Henry R. LABOUISSE, 
Minister for Economic Affairs. 


PRICE CERTIFICATION 


I certify that the following subcontracts or orders were signed and/or issued 
in performance of contract number —- ~~~ between the United States Govern- 
ment and the French Government dated —.--_----__ in the amount of $_-----. 


Identifying Numbers of First Tier Sub- 
contracts and/or Identifying Numbers 
of Orders Placed on French Govern- 
ment Facilities 
Equivalent Dollar Amounts Exclusive 
Total of Taxes Stated in Subcontracts or 
Orders 
Authorized Official of French 
Government 
[Informal translation] 


PRESIDENCE DU CONSEIL, COMITE INTERMINISTERIEL POUR LES QUESTIONNAIRE DE 
CooPERATION EcONOMIQUE EUROPEENNE 


Paris (7), April 8, 1953 
216, Rue de l’Université 


PN/AGD 
No 886 LI-C-4 


Hon. Henry R. LABOvISSE, 
Chief of MSA Special Mission to France, 
American Embassy, 2, Avenue Gabriel, 
Paris I 
Dear Mr. LABouisse: I refer to the exchange of Notes signed today between 
our two Governments concerning the principles and procedures to govern budget- 


supporting offshore procurement by the United States in France during 1953, 
and to your letter of today. 
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I wish to confirm, hereby, that, in accordance with Paragraph 5 of the above- 
mentioned Notes, the French Government will furnish with the last billing in- 
voice on each contract a price certification conforming to the attached format. 

In accordance with the agreements entered into by both parties, and es- 
pecially with reference to the terms of Paragraph 12 of the above-mentioned 
Notes, I also wish to confirm that the French Government has made the neces- 
sary arrangements so that, insofar as feasible, payments to French suppliers, 
under the terms of subcontracts not yet signed, will be made in cash under the 
same conditions as those outlined in the previous exchange of Notes dated May 
13, 1952. 

Please accept, ete. 

THIERRY DE CLERMONT-TONNERE, 
Secrétariat Général. 


[Translation ] 


PRICE CERTIFICATION 


I certify that the following subcontracts or orders were signed and/or issued 


in performance of contract number —_---~ between the United States Govern- 
ment and the French Government dated ~.__------ in the amount of § ~_----. 
Identifying Numbers of First Equivalent 

Tier Subcontracts and/or Dollar Amounts 

Identifying Numbers of Orders Ixclusive of Taxes 

Placed on French Government Stated in Subecontracts or Orders 


Facilities 
Nature of material or merchandise 
Total 


Signature of Authorized Official of French Government 
ANNEX B 


Opmitvecdt TG. wc is 
NEGOTIATED CONTRACT FOR THE PROCUREMENT OF SUPPLIES, SERVICES, AND 
MATERIALS IN FRANCE 


This fixed price negotiated contract is entered into pursuant to the provisions 
of Section 2 (c) (1) of the Armed Services Procurement Act of 1947 (Public 


Law 413, 80th Congress of the United States of America), and other applicable 
law. 


Er WON Sm na euaneeriathenen der indeseaneneis kieran ame aeitaedid 
Amount of Contract: 
Fiscal Officer: 


This contract is entered into this ___.____-_ GO OB cannon , 1953, by and 
between the United States of American (hereinafter called the U. S. Government) 
represented by the Contracting Officer executing this contract and__.._.________ 
an agency of the Republic of France (hereinafter called the French Government) 
represented By oc cent ee es 

This contract is executed pursuant to the exchange of notes between the U. S. 
Government and the French Government dated April 8, 1953 concerning pro- 
curement of certain supplies, services, and materials in France and is governed 
thereby. 

Witnesseth that the parties hereto do mutually agree as follows: 

(a) General provisions of this contract shall apply to all purchases set forth 
in the schedule hereto. 

(b) Technical requirements, including, but not limited to place of inspection, 
place of delivery, date of delivery, descriptions (including drawing, design, and 
specification data), item price, and clauses needed for complete understanding 
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for performance requirements respecting individual items purchased, are 
contained in the schedule hereto. 

(c) Deliveries will be accomplished in accordance with requirements of the 
schedule hereto. The French Government shall not, in any event, be entitled to 
make delivery of any item called for under this contract after 30 June 1955 nor 
shall the U. S. Government be obliged to make payments for any item delivered 
after 30 June 1955 unless such date is otherwise extended by mutual agreement 
of the parties. 


SCHEDULE oF ITEMS To Be FURNISHED UNDER THIS CONTRACT 








] 
Item No. Nomenclature Quantity Unit Unit price Amount 











TECH NICAL REQUIREMENTS RELATING TO INDIVIDUAL ITEMS 


Technical Requirements Relating to Production of Item No. _--------- 


Point of delivery and acceptance 

The point of delivery to and acceptance by the United States Government of 
items hereunder will be (*) s.uscecsl iu a ets which will also be 
the point of transfer of these items to the French Government. It is mutually 
agreed that the aforesaid transactions will take place simultaneously. 


1. Delivery schedule 


The materials, supplies or services set forth in this item No. ~----- of the 
schedule will be delivered as follows at the designated point of delivery and 
acceptance. 

Unit Approwvimate Delivery Date 


GENERAL PROVISIONS 
1. Definitions 


As used throughout this contract, the following terms shall have the mean- 
ings set forth below: 

(a) The term “Secretary” means the Secretary, the Under Secretary, or 
any Assistant Secretary of the Department of the U. 8S. Government enter- 
ing into this contract, and the head or any assistant head of the concerned 
executive agency of the U. S. Government; and the term “his duly author- 
ized representative’ means any person or persons or board (other than the 
Contracting Officer) authorized to act for the Secretary. 

(b) The term “Contracting Officer” means the person executing this con- 
tract on behalf of the U. S. Government, and any other officer or civilian 
employee who is properly designated Contracting Officer; and the term 
includes, except as otherwise provided in this contract, the authorized rep- 
resentative of a Contracting Officer acting within the limits of his authority. 

(c) Except as otherwise provided in this contract, the term “subcon- 
tracts” includes purchase orders under this contract. 


2. Acceptance 


Except as otherwise provided in this contract, acceptance of a contract item 
shall be deemed to take place at the time an appropriate representative of the 
U. S. Government issues to the French Government a document indicating 
acceptance of deliveries of contract items by the U. S. Government. 


8. Extras 


(a) Except as otherwise provided in this contract, no payment for extras 
Shall be made unless such extras and the price therefor have been authorized 
in writing by the Contracting Officer. 

(b) No upward revision of item unit price will be permitted. 





(*)Note: Unless the same point applies for all items, fill in the blank space with the 
words “as set forth below.” 





ee 
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4. Variation in quantity 


No variation in the quantity of any item called for by this contract will be 
accepted unless such variation has been caused by conditions of loading, ship- 
ping, or packing, or allowances in manufacturing processes, and then only to 
the extent, if any, specified elsewhere in this contract. 


5. Increase in quantity 


(a) The French Government hereby grants to the U. 8. Government the right, 
at any time and from time to time, within the life of this contract to increase 
the quantity or quantities of the supplies called for herein to the extent that any 
funds are available and as mutually agreed between the parties, at not more 
than the unit prices stated, to any amount that would not exceed 50 percent 
of the entire contract price stipulated; said increase to be applied as to all or 
any item or items, set forth herein, as mutually agreed between the parties. 

(b) If any increase in the quantity of items under this clause causes an in- 
crease in the time required for delivery, the contract shall be modified in writing 
accordingly. 


6. Inspection 


(a) Adequate inspection and test of all supplies (which term throughout this 
clause includes without limitation raw materials, components, intermediate 
assemblies, and end products) to insure conformity with contract specifications 
is the responsibility of and shall be effected by the French Government. 

(b) The French Government will furnish a certificate or certificates with the 
billing invoices stating that the inspection has been made and that all supplies, 
services or materials for which payment is requested have met all requirements 
of the contract schedules in accordance with French standards and applicable 
contract specifications. 

(c) U. 8S. Government representatives shall have the right to verify in com- 
pany with French Government representatives the certifications that the end 
items conform to standards and contract specifications and that the quantity of 
end items specified under this contract is delivered. 


7. Responsibility for supplies 


Except as otherwise provided in this contract the French Government shall 
be responsible at all times for the supplies covered by this contract. 


8. Payments 


The French Government shall be paid, upon the submission of properly certi- 
fied invoices or vouchers, the prices stipulated herein for supplies delivered and 
accepted or services rendered and accepted, less deductions, if any, as herein 
provided. Unless otherwise specified, payment may be made on partial deliveries 
accepted by the U. S. Government then the amount due on such deliveries so 
warrants; or, when requested by the French Government, payment for accepted 
partial deliveries shall be made whenever such payment would equal or exceed 
$100,000 or whenever 50% of the quantity of any item in the Schedule has been 
delivered. 


9. Assignment of claims 


No claim arising under this contract shall be assigned by the French Goy- 
ernment except as follows: 

(a) Pursuant to the provisions of the Assignment of Claims Act of 1940 as 
amended (31 U. S. Code 203, 41 U. 8S. Code 15), copy of which is attached, if 
this contract provides for payments aggregating $1,000 or more, claims for 
moneys due or to become due the French Government from the U. 8. Govern- 
ment under this contract may be assigned to a bank, trust company, or other 
financing institution, including any Federal lending agency, and may thereafter 
be further assigned and reassigned to any such institution. Any such assign- 
ment or reassignment shall cover all amounts payable under this contract and 
not already paid, and shall not be made to more than one party, except that any 
such assignment or reassignment may be made to one party as agent or trustee 
for two or more parties participating in such financing. 

(b) In no event shall copies of this contract or of any plans, specifications, 
or other similar documents relating to work under this contract, if marked “Top 
Secret”, “Secret”, “Confidential”, or “Restricted”, be furnished to any assignee 
of any claim arising under this contract or to any other person not entitled to 
receive the same; provided, that a copy of any part or all of this contract so 
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marked may be furnished, or any information contained therein may be dis- 


closed, to such assignee upon the prior written authorization of the Contracting 
Officer. 


10. Taxes 


The prices under this contract shall be exclusive of all taxes or duties 
exempted by the Memorandum of Agreement between the French Government 
and the U. 8. Government dated June 13, 1952 and any amendments thereto, and 
any other tax exemptions applicable to any items covered by this contract. 
Where the amounts of such taxes or duties cannot be computed at the time this 
contract is made, deduction of these amounts shall be made as they are com- 
puted from time to time, and the contract prices shall be correspondingly re- 
duced. In no event shall invoices reflect taxes exempted under this contract. 


11. Disputes under subcontracts 


The French Government agrees to indemnify and save harmless the U. 8. 
Government against all claims and suits of whatsoever nature by any subcon- 
tractors against the French Government or the U. 8S. Government arising under 
or incidental to performance of this contract. 


12. Patent indemnity 


The French Government agrees to indemnitfy the U. S. Government and 
its officers, agents and employees against liability, including costs and 
expenses, for infringement upon any Letters Patent, arising out of the 
performance of this contract, including but not limited to the performance of 
those contracts between the French Government and its various manufacturers 
or suppliers for the furnishing of items paid for by the U. 8S. Government under 
this contract, or out of the use or disposal by or for the account of the U. 8. 
Government of supplies furnished or construction work performed hereunder. 


13. Termination by consent 


In the event of mutual agreement of the parties to terminate this contract in 
whole or in part, the French Government shall assume responsibility for all un- 
completed items and all costs other than for items accepted by the U. S. Govern- 
ment, and the U. 8. Government will pay the French Government only for com- 
pleted items accepted by the U. S. Government prior to the date of termination 
or prior to such date as is mutually agreed to by the parties. 


14. Officials not to benefit 


No member of or delegate to Congress, or resident commissioner, shall be 
admitted to any share or part of this contract, or to any benefit that may arise 
therefrom: but this provision shall not be construed to extend to this contract 
if made with a corporation for its general benefit. 


15. Covenant against contingent fees 


The French Government warrants that no person or selling agency has been 
employed or retained to solicit or secure this contract upon an agreement or 
understanding for a commission, percentage, brokerage, or contingent fee, ex- 
cepting bona fide employees or bona fide established commercial or selling agen- 
cies maintained by the French Government for the purpose of securing business. 
For breach or violation of this warranty the U. 8S. Government shall have the 
right to annul this contract without liability or in its discretion to deduct from 
the contract price or consideration the full amount of such commission, percent- 
age, brokerage, or contingent fee. 


16. Pricing 


Where the unit price of any item under this contract, excluding those taxes 
and duties which the Government of France has agreed to eliminate, was agreed 
upon by the French Government and the United States Government before the 
existence of a contract between the French Government and a French supplier 
to furnish a similar quantity of the same or similar items, then in the event that 
the contract finally executed by the French Government and its supplier con- 
tains a price which, after the exclusion of such taxes and duties is lower than 
the unit price under this contract, then the latter shall be reduced accordingly, 
and the quantity of items may be increased by a number of the same items 
which when multiplied by the new unit price will equal the difference between 
the new total item cost and the original negotiated total item cost. 
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17. Cerification relating to inspection, payment and taxes 

The French Government agrees that it will furnish the following certificate 
with the billing invoices. 

The French Government certifies : 

1. That its representatives have inspected the items billed for hereunder and 
have found the quantities charged for are correct and all supplies, services or 
materials for which payment is requested have met all requirements of the 
eontract schedules in accordance with French standards and applicable contract 
specifications. 

2. That the items for which payment is requested were received by the French 
Government from its contractors after the date of the exchange of notes respect- 
ing this procurement between the United States Government and the French 
Government. 

3. I certify that the above bill is correct and just, that payment has not 
been received, and that the price stated therein is exclusive of all taxes or 
duties exempted by the Memorandum of Agreement between the French Gov- 
ernment and the United States Government dated 13 June 1952, and any amend- 
ments thereto and any other tax agreements applicable to any items covered by 
the contract relative to which this bill is rendered. 


18. Certification relating to subcontracts 


The French Government agrees that it will furnish the following certification 
with the last billing invoice: 

I certify that the following subcontracts or orders were signed and/or issued 
in performance of contract number ~---------------~ between the United States 
Government and the French Government dated ~-..--.-_-_._--_--_---_- in the 
amount of $ : 


Identifying Numbers of First Tier Sub- Equivalent Dollar Amounts Exclusive 
contracts and/or Identifying Num- of Taxes Stated in Subcontracts or 
bers of Orders Placed on French Orders 
Government Facilities 

Total 


Signature of Authorized Official of 
French Government 

The rights and obligations of the parties to this contract shall be subject 
to and governed by the Schedule and the General Provisions. To the extent of 
any inconsistency between the Schedule or the General Provisions, and any spec- 
ifications or other provisions which are made a part of this contract by refer- 
ence or otherwise, the Schedule and the General Provisions shall control. To 
the extent of any inconsistency between the Schedule and the General Pro- 
visions, the Schedule shall control. 

IN WITNESS WHEREOF, the parties hereto have executed this contract as 
of the day and year first above written: 


THE UNITED STATES OF AMERICA 


TAD an ccne aimee eee cease nae ties 
Sere ea (Contracting Offices) —C—C~S 
jr) hist likin 

TF): xs ss ccennicicnns ecg aiabieikaiaabeinite 
Se ee eee ee 


(Address) 


HEADQUARTERS, UNITED STATES ARMY, EUROPE 


PROCUREMENT CIRCULAR 


APO 408 
NUMBER 10 


5 May 1954 

CONTRACTING IN NORWAY 
1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in Norway with appropriated 


dollar funds, except such procurement activities as may be exempted specifically. 
2. Purpose.—The purpose of this circular is: 
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a. To make available, for information and guidance, a copy of the Memoran- 
dum of Understanding between the Government of the United States and the 
Government of Norway regarding Off-Shore Procurement, 10 March 1954 
(Annex A). 

b. To prescribe the contract forms to be used in Norway. 

3. Memorandum of Understanding.—a. The Memorandum of Understanding 
sets forth certain principles and policies which the two governments have agreed 
will govern the contracts, regardless of the amount involved and the source of 
appropriated dollar funds used, placed by the US Government with the Norwe- 
gian Government or direct with individuals, private firms, or other legal entities 
in Norway. 

b. The Memorandum of Understanding contains principles and policies relat- 
ing to intergovernmental coordination, contract placement, contract assistance, 
supply of equipment, materials and manpower, security, inspection, credit ar- 
rangements, licenses, taxes, protection of US property and personnel, disputes, 
destination of end items, reporting of subcontracts, and refunding of excess 
receipts. 

4. Government-to-Government Contracts.—a. In negotiating contracts with the 
Norwegian Government, contracting officers will be guided by applicable princi- 
ples enunciated in the Memorandum of Understanding. 

b. Standard clauses have been approved by the two governments for use, as 
appropriate, in contracts between them. These clauses have been used to pre- 
pare the contract form (Annex B). This form will be used in making fixed- 
price supply or service contracts with the Norwegian Government, regardless of 
the amount involved and the source of appropriated dollar funds used. Deletions 
or deviations are not authorized without the prior approval of the Assistant 
Chief of Staff, G-4, USAREUR (Chief, Proc Br) except as may be prescribed 
herein or by current directives. 

ce. The contract form referred to in b, above, consists of: 


(1) Cover Sheet, AE Form 380A. 

(2) Schedule, AE Form 380B. 

(3) General Provisions, AE Form 380C. 
(4) Signature Sheet, AB Form 380D. 


d. Additions, deletions, and deviations in the contract form (b, above) are 
prescribed as follows: 

(1) The Renegotiation clause prescribed by the provisions of current direc- 
tives will not be added to government-to-government contracts, regardless of the 
amount involved and the source of appropriated dollar funds used. 

(2) The Examination of Records clause set forth in Armed Services Procure- 
ment Regulations 7-104.10 will not be added to government-to-government con- 
tracts funded with MDAP appropriated dollars, regardless of the amount in- 
volved. This clause, however, will be included in the Schedule (AE Form 380B) 
of government-to-government contracts funded with appropriated dollars other 
than MDAP appropriated dollars, except such contracts which involve less than 
$1,000 in value. 

e. Other contract clauses may be added to the contract form referred to in b, 
above, as required by Armed Services Procurement Regulation, Army Procure- 
ment Procedure, and other current directives. Contracting officers are auther- 
ized to include such additional clauses as they deem necessary, provided that 
such clauses are not inconsistent with the General Provisions (AE Form 380C) 
or with Armed Services Procurement Regulation, Army Procurement Procedure, 
and other current directives. 

f. When it is desired to enter into government-to-government contracts with 
the Norwegian Government for other than supplies or services on a fixed-price 
basis, the fixed-price supply or service contract form referred to in b, above, will 
be used as a guide in the preparation of the proposed contracts. Prior to solici- 
tation, contracting officers will submit proposed contracts to the Assistant Chief 
of Staff, G-4, USAREUR (Attn: Chief, Proc Br) for approval. 

g. Each US-Norway government-to-government contract will be executed sub- 
ject to the relevant provisions of the Memorandum of Understanding and, con- 
Sequently, the provisions of the memorandum will be incorporated in the con- 
tract by reference and will become a part of the contract. In the interest of 
administrative economy, the memorandum need not be attached to the contract. 
The original Memorandum of Understanding is available in the National Ar- 
chives of the United States in Washington, D. C. 
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h. For the purpose of this circular, government-to-government contracts are 
defined as those contracts signed by a Norwegian Government official for, and on 
behalf of, the Norwegian Government. 

5. Government-to-Other than Government Contracts.—In negotiating contracts 
in Norway with legal entities other than the Norwegian Government, contracting 
officers will utilize contract forms and clauses prescribed by Armed Services 
Procurement Regulation, Army Procurement Procedure, and other current 
directives. 

6. Local Reproduction—a. If additional copies of the Memorandum of Under- 
standing (Annex A) are required, authority is granted to reproduce them locally. 
The memorandum is not stocked by the USAREUR Publications Depot. 

b. The government-to-government contract form (Annex B) is available by 
requisition on the USAREUR Publications Depot and may not be reproduced 
locally, unless specifically authorized by the Adjutant General, USAREUR. 

7. Limitation on Dissemination—The Memorandum of Understanding and the 
contract form represent the result of private negotiations between two govern- 
ments and, as such, will not be given public dissemination. In particular, these 
negotiations will not be revealed to other foreign governments or nationals 
thereof. 

8. Inability to Procure-—When the contracting officer is unable to effect pro- 
curement because of the requirements of this circular, the facts will be submit- 
ted through channels to the Assistant Chief of Staff, G-4, USAREUR (Attn: 
Chief, Proce Br). 

(AG 400.12 GLD—Heid Mil 7258) 
By CoMMAND OF GENERAL HOGE: 
C. B. FERENBAUGH, 
Major General, GS 
OFFICIAL : Chief of Staff. 
D. R. VAN SICKLER, 
Colonel, AGC 
Assistant Adjutant General. 


DISTRIBUTION : Special. 
ANNEX A 
Marcu 10, 1954 


MEMORANDUM OF UNDERSTANDING BETWEEN THE GOVERNMENT OF THE UNITED 
STATES AND THE GOVERN MENT OF NORWAY REGARDING Orr-SHORE PROCUREMENT 


This memorandum sets forth certain principles which will govern the United 
States Off-Shore Procurement Program in Norway. The principles will, so far 
as practicable, be applicable to procurement of military supplies and services 
for North Atlantic Treaty and European Defense Community countries and to 
procurement for the United States Armed Forces. 


1. Applicable Norwegian and United States laws 


The United States Government will conduct the Off-Shore Procurement Pro- 
gram in accordance with the laws of the United States governing military pro- 
curement and the Mutual Security Program, including Section 516 of the Mutual 
Security Act of 1951, and the Mutual Defense Assistance Control Act of 1951, as 
amended. 

The Norwegian Government will facilitate and encourage the operation of the 
Off-Shore Procurement Program within the framework of existing Norwegian law 


and in conformity with applicable agreements concluded between the two 
Governments. 


2. Intergovernmental coordination 

The United States Government Off-Shore Procurement Program in Norway 
will be coordinated with the defense program of the Norwegian Government. 
Appropriate officials of the two Governments will consult on a continuing basis 
to study production problems and the carrying out of recommendations for the 
procurement of items required by the United States Government. The two Gov- 
ernments will exchange information, as needed, and on a continuing basis, with 


respect to procurement plans, production facilities in Norway and progress in 
the achievement of production objectives in Norway. 
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8. Contract placement by contracting officers 


It is understood that Off-Shore Procurement contracts will be placed and 
administered on behalf of the United States Government by contracting officers 
of the United States Military Departments. 


4. Parties to contracts 


United States contracting officers may contract directly with the Norwegian 


Government, or directly with individuals, private firms, or other legal entities 
in Norway. 


0. Contract assistance 


The Norwegian Government is prepared to provide appropriate assistance 
regarding selection of contractors and subcontractors, including security inves- 
tigations to ensure the security of information and material as may be provided 
by the United States in connection with Off-Shore Procurement contracts. The 
Norwegian Government will also assist the United States Government and indi- 
vidual contractors, to the extent necessary and appropriate, in the administering 
and carrying out of Off-Shore Procurement contracts. No charge will be made 
by the Norwegian Government for services rendered pursuant to this clause. 


6. Supply of equipment, materials and manpower 


The Norwegian Government will accord to Off-Shore Procurement contractors 
and their subcontractors priorities for securing equipment, materials, manpower, 
and services equal to those which are accorded contractors having similar types of 
contracts with the Norwegian Government. 


7. Security. 


The Norwegian Government shall be responsible for ensuring the security of 
classified information and material as may be provided by the United States in 
connection with Off-Shore Procurement contracts. 

In the case of procurement contracts placed by the United States Government 
with the Norwegian Government, any classified material, including information, 
delivered hy one government to the other will be given a security classification 
by the recipient government which will afford to the material substantially the 
same degree of security as that afforded by the originating government and will 
be treated by the recipient government as its own classified material of that 
security grading. The recipient government will not use such material, or permit 
it to be used, for other than military purposes and will not disclose such material, 
or permit it to be disclosed, to another nation without the consent of the orig- 
inating government. 

In the case of procurement contracts placed by the United States Government 
with individuals, private firms and other legal entities, similar security arrange- 
ments for classified material will be followed. Classified material of the United 
States Government needed by a Norwegian contractor will be delivered to the 
appropriate ministry of the Government for transmittal to the contractor. That 
Ministry will transmit the material to the contractor in such a way as to make 
the provisions of the Norwegian Penal Code of May 22, 1902, articles 86 (No. 
2), 90, 91, 94 and the Act of August 18, 1914, applicable to it. Such material will, 
prior to transmittal, receive a security classification of the Norwegian Govern- 
ment, which will afford to the material substantially the same degree of 
security as that afforded by the United States Government, and at the time 
of transmittal, the Norwegian Government will notify the contractor that the 
classified material delivered to it is also classified material of the Norwegian 
Government. The Norwegian Government undertakes to enforce the security 
requirements and obligations placed upon private Norwegian contractors in 
possession of such classified material. 


8. Inspection 


In order to ensure conformity with contract specifications and requirements, 
the Norwegian Government will, under special arrangements agreed upon in each 
case between the two Governments, carry out inspections of materials, services, 
supplies and equipment procured by the United States Government in Norway, 
either from the Norwegian Government or from individual contractors. Such 
inspection services shall, insofar as practicable, be without cost to the United 
States Government, but if any charges are made to the United States Govern- 
ment for such inspection services, they will be limited to the cost to the 
Norwegian Government of inspections as agreed in each case. Provided how- 
ever, that in all instances where the Norwegian Government is the recipient of 
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an end item, no charges will be made for its inspection. Where charges are made 
for inspection services in connection with materials, supplies, equipment or 
services procured by the United States Government from the Norwegian Gov- 
ernment, such inspection charges will be included in the proposed contract prices 
quoted to the United States Government. Where charges are to be made for such 
inspection services in connection with procurements made directly by the United 
States Government from contractors in Norway other than the Norwegian Gov- 
ernment, the respective governments will execute a contract to cover such charges. 
However, in any event, no amounts will be charged by the Norwegian Government 
to the United States Government for such inspections except in those cases in 
which the Norwegian Government finds that it is obliged to incur a substantial 
increase in their inspection expenses above those which they would otherwise nor- 
mally incur. The Norwegian Government will certify that the products so 
inspected meet all specifications and other requirements of the contracts. It 
is not the intention of the United States Government in verifying inspections to 
duplicate generally the inspections conducted by the Norwegian Government. 
The United States Government representatives will notify the appropriate Nor- 
wegian Government representatives when they intend to conduct inspections 
and such inspections or verifications will, insofar as feasible, be conducted 
jointly. 

9. Credit arrangements 


It is understood that the Norwegian authorities, insofar as it lies within their 
power, will assist Norwegian contractors producing for the United States Off- 
Shore Procurement Program in obtaining similar commercial bank credit prior- 
ities as are accorded to Norwegian business establishments producing for the 
defense and export program of Norway. 

10. Licenses 


The Norwegian Government will facilitate the granting of any necessary 
licenses, including exchange control, export and import licenses, which may be 
required in connection with any United States Government Off-Shore Procurement 
contract placed in Norway. The Norwegian Government will also consider 
favorably the granting of such licenses required in connection with Off-Shore 
Procurement contracts placed in other North Atlantic Treaty or Huropean 
Defense Community countries. 

11. Taxes 


The exchange of notes between the Norwegian Ministry of Foreign Affairs 
and the United States Embassy dated June 27, 1952, regarding tax relief for 
United States expenditures in Norway related to the common defense effort will 
apply to United States Government expenditures in connection with Off-Shore 
Procurement contracts which may be placed in Norway. 

12. Standard contract clauses 


Standard clauses have been formulated by the two Governments for use, as 
appropriate, in contracts between them. Other clauses may be included in indi- 
vidual contracts. 


13. Protection of United States Government property and personnel 

It is understood that in accordance with existing law and practice in Norway 
the United States Government is protected against suits or legal process or other 
legal liability in Norway. 

The property of the United States Government is immune from all legal 
process or other legal action which would deprive the United States Government 
of such property. 

Contracting officers and other authorized procurement personnel who are in 
Norway in connection with the Off-Shore Procurement Program and whose names 
will have been duly reported to the Norwegian Government will be accorded 
the privileges and immunities set forth in paragraphs (b) and (c) of Annex 
D to the Mutual Defense Assistance Agreement between the United States and 
Norway signed at Washington on 27 January 1950, provided that the status of 
such contracting officers and other authorized procurement personnel will, at 
the request of either Government, be reconsidered in the light of the NATO 
Status of Forces Agreement between the United States and Norway; such other 
pertinent agreements as may be in force between the two Governments and such 
other considerations as May be appropriate. 
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14. Disputes 


In case a dispute arises between a private Norwegian contractor and a con- 
tracting officer representing the United States Government in connection with a 
particular contract, such dispute will be handled in accordance with the terms of 
the particular contract. 


15. Destination of end-items 


Although the determination of specifications and other requirements of par- 
ticular Off-Shore Procurement contracts may require a tentative identification 
of the recipient country to which the end-items are to be delivered, it is under- 
stood that the United States may subsequently amend any such prior determina- 
tion and identification as to which country shall be the ultimate recipient of the 
end-items produced. 


16. Contract terms 


It is understood that the determination of payment on the basis of cost plus 
a percentage of cost will not be employed in contracts entered into between the 
United States Government and the Norwegian Government or individuals, private 
firms or other legal entities in Norway. The Norwegian Government will not 
utilize the type of contract in which payment is made on this basis in any sub- 
contracts under the Off-Shore Procurement Program. 


17. Reporting of subcontracts 


On such contracts as are entered into between the United States Government 
and the Norwegian Government, the Norwegian Government will furnish to the 
United States contracting officers appropriate information regarding the place- 
ment by the Norwegian Government of subcontracts and purchase orders under 
such government to government contracts. 


18. Refunding of excess receipts 


It is understood that, in the case of contracts between the United States Gov- 
ernment and the Norwegian Government or Norwegian Government-owned cor- 
porations, payments should reflect only the cost to the Norwegian Government 
or such corporations of performance under the contract. It is recognized, how- 
ever, that variable economic and other factors might in fact cause the Nor- 
wegian Government to realize an excess of receipts over the costs of performing 
such contracts. The Norwegian Government agrees to determine whether any 
such excess of receipts over costs has been realized. Account will also be taken 
of such funds as might be recouped by the Norwegian Government from individ- 
uals, private firms, and other legal entities in Norway in connection with Off- 
Shore Procurement contracts and sub-contracts. In the event that either the 
Norwegian Government or the United States Government considers that such an 
excess of receipts over costs may have been realized, the two Governments will 
consult for the purpose of determining the existence and the amount of such an 
excess. This consultation will involve the furnishing by each Government of 
such evidence as may be necessary to determine the facts. In the computation of 
excess receipts, contracts will be considered collectively. If, as a result of con- 
sultation hetween the two Governinents, it is established that an excess of receipts 
over costs have been realized, the Norwegian Government will refund the amount 
of the excess to the United States Government under arrangements and pro- 
cedures to be agreed upon between the two Governments. At the request of either 
Government, a refund adjustment will be accomplished on completed contracts 
at the earliest practicable date, but this adjustment will be effected on or before 
December 31, 1955, or such later dates as may be mutually agreed upon by the 
two Governments. This clause should not be construed as affecting in any 
manner any profits refunding provision as may be contained in individual con- 
tracts. 


HEADQUARTERS, UNtrep States Army, Europe, APO 403 


PROCUREMENT CIRCULAR 7 May 1956 
NUMBER 9 


US-—NETHERLANDS PATENT INTERCHANGE AGREEMENT 


1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in the Netherlands with appro- 
priated funds. 
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2. Purpose-—The purpose of this circular is to make available for information 
and use a copy of the Agreement Between the United States of America and the 
Netherlands toe Facilitate Interchange of Patent Rights and Technical Informa- 
tion for Defense Purposes, dated 29 April 1955 (Annex A) consisting of Nether- 
lands Government letter, 29 April 1955, and American Embassy letter, 29 April 
1955. 

3. Patent Interchange Agreement.—a. The Patent Interchange Agreement sets 
forth certain principles and policies which the two governments have agreed 
will govern with respect to patent rights and technical information in connection 
with US contracts placed in the Netherlands, irrespective of the source of the 
funds utilized in such contracts. 

b. The Patent Interchange Agreement contains principles and policies relating 
to the flow and use of patent rights and technical information particularly with 
respect to maintenance of military security; compensation to be paid, if any, 
to owners; free licenses; and establishment of intergovernmental committee to 
review and make recommendations on such matters. 

4, Requirement.—a. By inclusion in government-to-nongovernment contracts 
of clauses entitled “Taxes” and “AMENDED TAXES CLAUSES” or of a clause en- 
titled ““Taxes AND RoyAttres”, the US will obtain certain warranties from con- 
tractors and subcontractors with respect to patent royalties and similar charges 
paid by such contractors and subcontractors. By inclusion in appropriate 
government-to-nongovernment contracts of a clause entitled “REPORTING OF 
RoYALtTiIEs”, Contracting Officers will obtain data concerning royalty payments 
paid or to be paid by contractors and subcontractors. 

b. Notwithstanding the fact that government-to-government contracts are 
silent with respect to foreign government warranties as to patent royalties and 
similar charges, such warranties are implied by reason of the execution of a 
-atent Interchange Agreement. As a consequence of the inclusion in the govern- 
ment-to-government contract of a clause entitled “ReportriNG oF ROYALTIES”, 
Contracting Officers will obtain data concerning royalty payments paid or to be 
paid by contractors (foreign governments) and subcontractors. 

e. It will be the responsibility of Contracting Officers to insure that royalty 
payments and similar charges from which the US is exempt by reason of the 
Patent Interchange Agreements, are not paid by the US. Necessary action will 
be taken during pre-award price negotiations, during contract administration 
and in the course of price renegotiations. 

d. Requests for assistance in connection with patent rights and royalty pay- 
ments will be submitted with a complete statement of facts through command 
channels to JA, USAREUR. 

5. Local Reproduction.—If additional copies of the Patent Interchange Agree- 
ment (Annex A) are required, authority is granted to reproduce them locally. 
The Patent Interchange Agreement is not stocked by the USAREUR Adjutant 
General Publications and Records Center. 

6. Limitation on Dissemination.—The Patent Interchange Agreement repre- 
sents the result of private negotiations between two governments and, as such, 
will not be given public dissemination. In particular, these negotiations will not 
be revealed to other foreign governments or nationals thereof. 

[AEAGD-CP 400.12 AG—Heid Mil 7891] 


For THE COMMANDER IN CHIEF: 


C)}PFICIAL: 
[| SEAL] 
Bruce EASLEY, JOHN F. UNCLEs, 
Brigadier General, USA Maj Gen, GS 
Adjutant General. Chief of Staff 


1. Annex: A. Agreement between USA and the Netherlands. 


DISTRIBUTION: As prescribed in UPC 1, 1956. 
SpecrAL DistrrsutTion : 4—TAGO—-AGAO-O. 


98996—58——_44 








678 GENERAL ACCOUNTING OFFICE IN EUROPE 


ANNEX A 


AGREEMENT TO FACILITATE THE INTERCHANGE OF PATENT RIGHTS AND TECHNICAL 
INFORMATION FOR DEFENSE PURPOSES 


The Government of the United States of America and the Government of the 
Kingdom of the Netherlands—hereinafter referred to as the Governments— 
having agreed in the Mutual Defense Assistance Agreement signed in 
Washington on January 27, 1950, to negotiate, upon the request of either of 
them, appropriate arrangements between them respecting patents and tech- 
nical information, 
desiring generally to assist in the production of equipment and materials 
for defense, by facilitating and expediting the interchange of patent rights 
and technical information, and 
acknowledging that the rights of private owners of patents and technical 
information should be fully recognized and protected in accordance with the 
law applicable to such patents and technical information, 
have agreed as follows: 
ARTICLE I 


Each Government shall, whenever practicable without undue limitation of, or 
impediment to, defense production facilitate the use of patent rights, and 
encourage the flow and use of privately-owned technical information, as defined 
in Article VIII, for defense purposes: 

(a) through the medium of any existing commercial relationships between 
the owner of such patent rights and technical information and those in the 
other country having the right to use such patent rights and technical infor- 
mation, and 

(b) in the absence of such existing relationships, through the creation of 
such relationships by the owner and the prospective user in the other 
country, 

provided that, in the case of classified information, such arrangements are 
permitted by the laws and security requirements of both countries, and provided 
further that the terms of all such arrangements shall remain subject to the 
applicable laws of the two countries. 


ARTICLE II 


When, for defense purposes, technical information is supplied by one Govern- 
ment to the other for evaluation and planning only, and this is stipulated at the 
time of supply, the recipient Government shall treat the technical information 
as disclosed in confidence and use its best endeavors to ensure that the informa- 
tion is not dealt with in any manner likely to prejudice the rights of the owner 
thereof to obtain patent or other like statutory protection therefor. 


ARTICLE III 


When technical information made available for purposes of defense by one 
Government to the other discloses an invention which is the subject of a patent 
or patent application held in secrecy in the country of origin, the recipient 
Government will, to the fullest extent possible under applicable law, accord 
similar treatment to a corresponding patent application to be filed in the recipi- 
ent country. The Governments agree to develop operational procedures as may 
be required to effectuate this Article. 


ARTICLE IV 


(a) Where privately owned technical information 
(i) has been communicated by or on behalf of the owner thereof to the 
Government of the country of which he is a national or resident, and 
(ii) is subsequently disclosed by that Government to the other Govern- 
ment for the purposes of defense and is used or disclosed by the latter 
Government, for any purpose whether or not for defense, 
the Governments agree that, where any compensation is paid to the owner by 
the Government first receiving the information, such payment shall be without 
prejudice to any arrangements which may be made between the two Govern- 
ments regarding the assumption as between them of liability for compensation. 
The Technical Property Committee established under Article VI of this Agree- 
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ment will discuss and make recommendations to the Governments concerning 
such arrangements. 

(b) When, for the purposes of defense, technical information is made avail- 
able by a national or resident of the country of one Government to the other 
Government at the Jatter’s request and use or disclosure is subsequently made 
of that information for any purpose whether or not for defense, the recipient 
Government shall, at the owner’s request, take such steps as may be possible 
under applicable law to provide prompt, just, and effective compensation for 
such use or disclosure to the extent that the owner may be entitled thereto 
under such laws. 

ARTICLE V 


When one Government owns or has the right to grant a license to use an 
invention and that invention is used by the other Government for defense pur- 
poses, the using Government shall be entitled to use the invention without cost, 
except to the extent that there may be liability to a private owner with estab- 
lished interests in the invention. 

When one Government owns or controls entities having the right to grant a 
license to use an invention and that invention is used by the other Govern- 
ment for defense purposes, the using Government shall be entitled to a license on 
terms at least as favorable as may be received by the Government owning or con- 
trolling the entity concerned or by other entities thereof, provided that the own- 
ing or controlling Government is not placed under financial obligations thereby. 


ARTICLE VI 


Each Government shall designate a representative to meet with the repre- 
sentative of the other Government to constitute a Technical Property Commit- 
tee. It shall be the function of this Committee: 

(a) to consider and make recommendations on such matters relating to 
the subject of this Agreement as may be brought before it by either Gov- 
ernment ; 

(b) to make recommendations to the Governments concerning any ques- 
tion, brought to its attention by either Government relating to patent rights 
and technical information which arises in connection with the mutual de- 
fense program ; 

(c) to assist, where appropriate, in the negotiation of commercial or 
other agreements for the use of patent rights and technical information 
in the mutual defense program ; 

(d) to take note of pertinent commercial or other agreements for the 
use of patent rights and technical information in the mutual defense pro- 
gram, and, where necessary, to obtain the views of the two Governments 
on the acceptability of such agreements; 

(e) to assist, where appropriate, in the precurement of licenses and to 
make recommendations, where appropriate, respecting payment of indemni- 
ties covering inventions used in the mutual defense program ; 

(f) to encourage projects for technical collaboration between and among 
the armed services of the two countries and to facilitate the use of patent 
rights and technical information in such projects ; 

(g) to keep under review all questions concerning the use, for the pur- 
poses of the mutual defense program, of all inventions which are, or here- 
after come, within the provisions of Article V; 

(h) to make recommendations to the Governments, either with respect 
to particular cases or in general, on the means by which any disparities 
between the laws of the two countries governing the compensation for or 
otherwise concerning technical information made available for defense 
purposes might be remedied. 

ARTICLE VII 


Upon request, each Government shall, as far as practicable, supply to the 
other Government all necessary information and appropriate assistance re- 
quired for the purpose of : 

(a) affording the owner of technical information made available for 
defense purposes the opportunity of protecting and preserving any rights 
he may have in the technical information, and 

(b) assessing payments and awards arising out of the use of patent 
rights and technical information made available for defense purposes. 
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ARTICLE VIII 


(a) “Technical information” as used in this Agreement means information 
(including instructions, methods of manufacture, professional, scientific or tech- 
nological information in any form) originated by or peculiarly within the 
knowledge of the owner thereof and those in privity with him and not avail- 
able to the public. 

(b) “Invention” means that which is patented or patentable under the law of 
the respective countries. 

(c) The term “use” includes manufacture by or for a Government. 

(d) Nothing in this Agreement shall apply to patents, patent applications 
and technical information in the field of atomic energy. 

(e) Nothing in this Agreement shall contravene present or future security 
arrangements between the Governments. 


ARTICLE Ix 


(a) As far as the Netherlands is concerned, this Agreement shall apply to 
the territory of the Kingdom in Europe only. 

(b) This Agreement shall apply provisionally from the date of signature. It 
shall enter into force on the date the Government of the United States of 
America is notified that the approval constitutionally required in the Nether- 
lands has been obtained. 

(c) The terms of this Agreement may be reviewed at any time at the request 
of either Government. 

(d) This Agreement shall terminate on the date when the Mutual Defense 
Assistance Agreement terminates or six months after notice of termination by 
either Government, whichever is sooner but without prejudice to obligations and 
liabilities which have then accrued pursuant to the terms of this Agreement. 

In witness whereof the undersigned, being duly authorized thereto by 
their respective Governments, have signed the present Agreement. 

Done at The Hague in duplicate in the English and Dutch languages, both 
texts authentic, this 29th day of April 1955. 

H. FREEMAN MATTHEWS 
(For the United States of America). 


J. W. BEYEN, 
J. M. A. H. Luns 
(For the Kingdom of the Netherlands). 
FD—State—Wash. D. C. 


MINISTRY OF FOREIGN AFFAIRS, 
The Hague, April 29th, 1955 
To His Excellency H. FrreeEMAN MATTHEWS, 
Ambassador Extraordinary and Plenipotentiary of the United States of 
America, 
The Hague 


HXceLLeNcy: With regard to the “Agreement to facilitate the exchange of 
Patent Rights and Technical Information for Defense Purposes” concluded on 
April 29th, 1955, between our two Governments, we would propose that the 
following interpretations be considered as constituting a formal part of our 
mutual understanding. 

1. With regard to Article IV it is recognized that the actions of our two 
Governments in transmitting privately-owned technical information to each 
other, or in the subsequent disclosure or use of such information might on 
occasion result in liability by one or both of our Governments, under our respec- 
tive laws, by reason of a disclosure or use of such information without consent 
of the owner. It is further recognized that in certain cases compensation might 
be paid by the transmitting Government even though the payment of such com- 
pensation might have resulted from the failure of the recipient Government to 
respect the conditions under which the information was made available. 

It is believed that, in any cases in which compensation might be payable to a 
private owner in consequence of such failure on the part of the recipient Govern- 
ment, it should be possible under the laws of our respective countries to make 
arrangements for the assumption of ultimate liability by the recipient Govern- 
ment. In the event, however, that discrepancies in the laws of our two countries 
should preclude mutually satisfactory arrangements for the assumption of ulti- 
mate liability under this or other circumstances, it is understood that the Tech- 
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nical Property Committee will consider such discrepancies as a matter falling 
within the purview of Article VI (h). 

2. It is understood that Article IV does not preclude private owners of tech- 
nical information to endeavour to obtain compensation or protection, whenever 
they think appropriate, though normal legal procedures. 

3. In Article V, the term “control” is meant to express a predominant in- 
fluence of the Government in the management of the entity concerned, especially 
to the extent that the Government are qualified to instruct the entity to grant 
a license in the sense of this Article. 

4. Referring again to Article V, it is understood that the using Government 
shall be “entitled to use the invention without cost” or be “entitled to a license 
on terms at least as favourable as may be received by the Government owning 
or controlling the entity concerned or by other entities thereof” only if such 
invention or such license is used for defense purposes. Whenever the invention 
or license is used for civil needs, it is evident that Article V is not applicable. 

5. The State Universities including the Institute of Technology of Delft and 
the Institute of Agriculture of Wageningen, in the views of our Government, are 
not owned or controlled by them in such a sense as to enable them to instruct 
these institutions to grant licenses or otherwise to dispose of their intellectual 
property, with regard to the application of Article V. 

The same applies for the Netherlands Central Organization for Applied Phys- 
ical Research and their dependent organizations and laboratories. Notwith- 
standing the fact that the whole or part of their revenue is obtained from Govern- 
ment funds, these organizations are fully autonomous and the Netherlands 
Government accordingly could not dispose of their patent rights and/or technical 
information. 

However, the Netherlands Government would, when so requested, be willing 
to use their best efforts to provide for the United States Government, for defense 
purposes, a license to use an invention owned by the institutions referred to above 
on terms at least as favourable as may be received by the Netherlands Govern- 
ment themselves. 

6. Nothing in this Agreement shall be construed to derogate from the provi- 
sions of the Agreement concluded December 14, 1954, between our two Govern- 
ments on, as well as the contract relating to the “Air Defense Technical Center.” 

The confirmation of these understandings by the United States Government 
will be appreciated. 

We avail ourselves of this opportunity to renew to Your Excellency the assur- 
ances of our highest consideration. 

J. W. BEYEN, 
The Minister for Foreign Affairs. 
J.M. A. H. Luns, 
The Minister Without Portfolio. 


AMERICAN EMBASSY, 
The Hague, April 29, 1955 

Their Excellencies 
J. W. BEYEN, 

Minister for Foreign Affairs, 

and 

J.M. A. H. Luns, 

Minister Without Portfolio, 

Royal Netherlands Ministry for Foreign Affairs, The Hague. 


EXCELLENCIES: I have the honor to acknowledge your Excellencies’ letter of 
April 29, 1955 setting forth certain interpretations concerning the Agreement 
to Facilitate the Exchange of Patent Rights and Technical Information for 
Defense Purposes concluded between our two Governments on April 29, 1955. 
This letter states : 

[The letter from the Ministry of Foreign Affairs is here quoted. ] 

I have the honor to confirm that the interpretations as given in your Excellen- 
cies’ letter are acceptable to my Government. 
ae accept, Excellencies, the renewed assurances of my highest considera- 
tion. 


H. FREEMAN MATTHEWS. 
FD-State-Washington, D. C. 
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HEADQUARTERS, UNITED STATES ARMY, EUROPE 
APO 4038 


PROCUREMENT CIRCULAR 10 May 1956 
NUMBER 10 


U. S.-ITALy PATENT INTERCHANCE ARGEEMENT 


1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in Italy with appropriated 
funds. 

2. Purpose.—The purpose of this circular is to make available for informa- 
tion and use a copy of the Agreement Between thte United States of America 
and Italy to Facilitate Interchange of Patent Rights and Technical Information 
for Defense Purposes, dated 3 October 1952 (Annex A). 

3. Patent Interchange Agreement.—a. The Patent Interchange Agreement 
sets forth certain principles and policies which the two governments have agreed 
will govern with respect to patent rights and technical information in connection 
with US contracts placed in Italy, irrespective of the source of the funds utilized 
in such contracts. 

b. ‘the Patent Interchange Agreement contains principles and policies relat- 
ing to the flow and use of patent rights and technical information particularly 
with respect to maintenance of military security; compensation to be paid, 
if any, to owners; free licenses; and establishment of intergovernmental com- 
mittee to review and make recommendations on such matters. 

4. Requirement.—a. By inciusion in government-to-nongovernment contracts 
of clauses entitled “TAXES” and “AMENDED TAXES CLAUSLB” or of a 
clause entitled “TAXES AND ROYALTIES,” the US will obtain certain warran- 
ties from contractors and subcontractors with respect to patent royalties and 
similar charges paid by such contractors and subcontractors. By inclusion in 
appropriate government-to-nongovernment contracts of a clause entitled “RE- 
PORTING OF ROYALTIES,” the Contracting Officers will obtain data con- 
cerning royalty payments paid or to be paid by contractors and subcon- 
tractors. 

b. Notwithstanding the fact that government-to-government contracts are 
silent with respect to foreign government warranties as to patent royalties and 
similar charges, such warranties are implied by reason of the execution of a 
Patent Interchange Agreement. As a consequence of the inclusion in the 
government-to-government contract of a clause entitled “REPORTING OF 
ROYALTIES,” Contracting Officers will obtain data concerning royalty pay- 
ments paid or to be paid by contractors (foreign governments) and subcon- 
tractors. 

e. It will be the responsibility of Contracting Officers to insure that royalty 
payments and similar charges from which the US is exempt by reason of the 
Patent Interchange Agreements are not paid by the US. Necessary action will 
be taken during pre-award price negotiations, during contract administration 
and in the course of price renegotiations. 

d. Requests for assistance in connection with patent rights and royalty pay- 
ments will be submitted with a complete statement of facts through command 
channels to JA, USAREUR. 

5. Local Reproduction.—lf additional copies of the Patent Interchange Agree- 
ment (Annex A) are required, authority is granted to reproduce them locally. 
The Patent Interchange Agreement is not stocked by the USAREUR Adjutant 
General Publications and Records Center. 

6. Limitation on Dissemination.—The Patent Interchange Agreement repre- 
sents the result of private negotiations between two governments and, as such, 
will not be given public dissemination. In particular, these negotiations will 
not be revealed to other foreign governments or nationals thereof. 


[ABAGD-CP 400.12 AG—Heid Mil 7891] 


For THE COMMANDER IN CHIEF: JOHN F. UNCLEs, 
OFFICIAL : Maj Gen, GS, Chief of Staff. 
[SEAL] 


Bruce EASLey, 
Brigadier General, USA, 
Adjutant General. 


1 Annex: A. Agreement between USA and Italy 


DIsTRIBuTION: As prescribed in UPC 1, 1956. 
SPECIAL DisTRIBUTION: 4—TAGO-AGAO-O. 
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ANNEX A 


AGREEMENT ON ARRANGEMENTS RESPECTING PATENTS AND TECHNICAL 
INFORMATION IN DEFENSE PROGRAMS 


The GOVERNMENT OF THE UNITED STATES OF AMERICA and the GOVERNMENT OF 
ITALY, 

In keeping with the spirit and objectives of Article III of the North Atlantic 
Treaty signed at Washington on April 4, 1949; and 

Desiring generally to assist in the production of equipment and materials 
required for defense by facilitating and expediting the interchange of patent 
rights and technical information ; 

Agree as follows: 

ARTICLE I 


The Contracting Governments recognize 
(a) that when privately-owned patent rights and “technical information” 
(which for the purpose of this Agreement is defined as information orginated by 
or peculiarly within the knowledge of the owner thereof and those in privity 
with him, which is not available to the public and is subject to protection as 
property under recognized legal principles) are used or provided in connection 
with production arrangements for the purpose of defense, the owners of such 
patent rights and technical information are entitled 
(i) to prompt, just and effective compensation therefor ; and 
(ii) to be afforded, so far as practicable, an opportunity of protecting 
and preserving any rights they may have therein; and 
(b) that if such patent rights and technical information provided or used 
for purposes of defense are used for purposes not related to defense, the owners 
thereof are entitled to due compensation therefor. 


ARTICLE II 


Each Contracting Government shall designate a representative, assisted by 
an advisory staff, to meet with the representative and staff of the other to 
constitute a Technical Property Committee. It shall be the function of this 
Committee to consider such matters relating to the subject of this Agreement 
as may be brought before it by either Government, and, in addition, 

(a) to make recommendations to the Contracting Governments concerning 
any question relating to patent rights and technical information which is 
affected by the defense program and is brought to its attention by either 
Government ; 

(b) to assist in the negotiation of agreements for the use of patent rights 
and technical information in the defense program ; 

(c) to take note of pertinent agreements for the use of patent rights and 
technical information in the defense program, and, where necessary, obtain 
the views of the two Governments on the acceptability of such agreements; 

(d) to encourage projects, and facilitate the use of patent rights and technical 
information in projects, for technical collaboration undertaken by the armed 
services of either Government ; 

(e) to arrange for the procurement of, and to make recommendations respect- 
ing payment for, licenses and indemnities covering inventions in appropriate 
cases arising in the defense program; and 

(f) to keep under review all questions concerning the use, for the purposes 
of the defense program, of all inventions which are, or hereafter come, within 
the provisions of Article V. 

ARTICLE III 


Each Government shall, whenever practicable without undue limitation of, or 
impediment to, defense production, facilitate the use of patent rights and en- 
courage the flow and use for defense purposes of privately-owned technical 
information— 

(a) through the medium of any existing commercial relationships between 
the owners of such patent rights and technical information and persons or 
business establishments in the country where the patent or information is to be 
used ; and 

(b) in the absence of such existing relationships, through the creation by 
such owners of such commercial relationships; provided that such arrange- 
ments shall not conflict with security requirements, and provided further that 
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the terms of all such arrangements shall be subject to the law of either country 
as may be appropriate. 
ARTICLE IV 


When for defense purposes, technical information is supplied by one Con- 
tracting Government to the other for information purposes only, and such 
fact is so specified at the time of the supply, the latter Government shall treat 
the information as disclosed in confidence and use its best endeavors to ensure 
that the information is not dealt with in any manner likely to prejudice the 
rights of the owner thereof to obtain patent or other like statutory protection 
therefor. 

ARTICLE V 


Each Government will adopt procedures to assure that when one Government 
owns an interest in an invention, which invention is used by the other Gov- 
ernment for defense purposes, such use will, to the extent that no liability to 
private owners with established interests in such inventions would be incurred, 
be without cost to such other Government. 


ARTICLE VI 


Each Contracting Government agrees to accord any information made avail- 
able to it or its nationals for the purpose of defense production the same degree 
of security protection as such information receives in the country from which it 
is transmitted. Patentable information transmitted for such purposes but 
which is subject to security restrictions in the country of origin, shall be treated 
with no less security restrictions in the country to which transmitted. Infor- 
mation, the subject of a patent application held in secrecy in the country of 
origin, shall be accorded similar treatment when a corresponding patent appli- 
cation is filed in the other country. 


ARTICLE VII 


Each Contracting Government shall supply to the other all necessary pro- 
duction information and other assistance required for the purposes of assessing 
payments and awards arising out of the operation of this Agreement. 


ARTICLE VIII 


Nothing in this Agreement shall apply to patents, patent applications and 
technical information in the field of atomic energy which are restricted by the 
applicable law of either Government. 


ARTICLE Ix 


The present Agreement shall enter into force provisionally on the date of 
signature and definitively on the date of notification to the United States Gov- 
ernment by the Italian Government of the fulfillment of its constitutional 
formalities. 

This Agreement will terminate one year after the receipt of notification by 
either Government of the intention of the other to terminate it, but without 
prejudice to obligations and liabilities which have then accrued pursuant to the 
terms of this Agreement. 

The terms of this Agreement may be reviewed at any time at the request of 
either Government. 

Done at Rome, in duplicate, in the English and Italian languages, both texts 
authentic, this 3d day of October, 1952. 

For the GovERNMENT For the GOVERNMENT 
OF THE UNITED STATES oF ITALY 
OF AMERICA 
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HEADQUARTERS, UNITED STaTeSs ARMY, EUROPE 


APO 403 
PROCUREMENT CIRCULAR Lt 
NUMBER 11 10 May 1956 


U. S.-NoRWAY PATENT INTERCHANGE AGREEMENT 


1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in Norway with appropriated 
funds. 

2. Purpose.—The purpose of this circular is to make available for information 
and use a copy of the Agreement Between the United States of America and 
Norway to Facilitate Interchange of Patent Rights and Technical Information 
for Defense Purposes, dated 6 April 1955 (Annex A). 

8. Patent Interchange Agreement.—a. The Patent Interchange agreement sets 
forth certain principles and policies which the two governments have agreed will 
govern with respect to patent rights and technical information in connection 
with US contracts placed in Norway, irrespective of the source of the funds 
utilized in such contracts. 

b. The Patent Interchange Agreement contains principles and policies relating 
to the flow and use af patent rights and technical information particularly with 
respect to maintenance of military security; compensation to be paid, if any, 
to owners; free licenses; and establishment of intergovernmental committee 
to review and make recommendations on such matters. 

4. Requirement.—a. By inclusion in government-to-nongovernment contracts of 
clauses entitled “TAXES” and “AMENDED TAXES CLAUSE” or of a clause 
entitled “TAXES AND ROYALTIES,” the US will obtain certain warranties 
from contractors and subcontractors with respect to patent royalties and similar 
charges paid by such contractors and subcontractors. By inclusion in appro- 
priate government-to-nongovernment contracts of a clause entitled “REPORTING 
OF ROYALTIES,” the Contracting Officers will obtain data concerning royalty 
payments paid or to be paid by contractors and subcontractors. 

b. Notwithstanding the fact that government-to-government contracts are 
silent with respect to foreign government warranties as to patent royalties and 
similar charges, such warranties are implied by reason of the execution of a 
Patent Interchange Agreement. As a consequence of the inclusion in the govern- 
ment-to-government contract of a clause entitled “REPORTING OF ROYAL- 
TIES,” Contracting Officers will obtain data concerning royalty payments paid 
or to be paid by contractors (foreign governments) and subcontractors. 

e. It will be the responsibility of Contracting Officers to insure that royalty 
payments and similar charges from which the US is exempt by reason of the 
Patent Interchange Agreements are not paid by the US. Necessary action will 
be taken during pre-award price negotiations, during contract administration 
and in the course of price renegotiations. 

d. Requests for assistance in connection with patent rights and royalty pay- 
ments will be submitted with a complete statement of facts through command 
channels to JA, USAREUR. 

5. Local Reproduction.—If additional copies of the Patent Interchange Agree- 
ment (Annex A) are required, authority is granted to reproduce them locally. 
The Patent Interchange Agreement is not stocked by the USAREUR Adjutant 
General Publications and Records Center. 

6. Limitation on Dissemination—The Patent Interchange Agreement repre- 
sents the result of private negotiations between two governments and, as such, 
will not be given public dissemination. In particular, these negotiations will 
not be revealed to other foreign governments or nationals thereof. 


[AEAGD-CP 400.12 AG—Heid Mil 7891] 


For THE COMMANDER IN CHIEF: 


OFFICIAL: 

[SEAL] 
Bruce FASLEY, JOHN F. UNCLES, 
Brigadier General, USA, Maj Gen, GS, 
Adjutant General. Chief of Staff. 


1 Annex: A. Agreement between USA and Norway. 
DISTRIBUTION: As prescribed in UPC 1, 1956. 
SpecraAt DIstriBuTtiIon : 4-TAGO-AGAO-O. 
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ANNEX A 


AGREEMENT To FAcILITATE INTERCHANGE OF PATENT RIGHTS AND TECHNICAL 
INFORMATION FOR DEFENSE PURPOSES 


The Government of the United States of America and the Government of 
Norway, 

Having agreed in the Mutual Defense Assistance Agreement signed in Wash- 
ington on January 27, 1950, to negotiate, upon the request of either of them, 
appropriate arrangements between them respecting patents and technical 
information ; 

Desiring generally to assist in the production of equipment and materials 
for defense, by facilitating and expediting the interchange of patent rights and 
technical information; and 

Acknowledging that the rights of private owners of patents and technical 
information should be fully recognized and protected in accordance with the 
law applicable to such patents and technical information; 

Have agreed as follows: 


ARTICLE I 


Each Contracting Government shall, whenever practicable without undue 
limitation of, or impediment to, defense production, facilitate the use of patent 
rights, and encourage the flow and use of privately-owned technical information, 
as defined in Article VIII, for defense purposes— 


(a) through the medium of any existing commercial relationships between 
the owner of such patent rights and technical information and those in the 
other country having the right to use such patent rights and technical 
information; and 

(b) in the absence of such existing relationships, through the creation of 
such relationships by the owner and the user in the other country, 


provided that, in the case of classified information, such arrangements are per- 
mitted by the laws and security requirements of both Governments, and provided 
further that the terms of all such arrangements shall remain subject to the 
applicable laws of the two countries. 


ARTICLE II 


When, for defense purposes, technical information is supplied by one Con- 
tracting Government to the other for information only, and this is stipulated 
at the time of supply, the recipient Government shall treat the technical informa- 
tion as disclosed in confidence and use its best endeavors to ensure that the 
information is not dealt with in any manner likely to prejudice the rights of the 
owner thereof to obtain patent or other like statutory protection therefor. 


ARTICLE III 


When technical information made available, under agreed procedures, by one 
Contracting Government to the other for the purposes of defense discloses an 
invention which is or may be the subject of a patent or patent application held 
in secrecy in the country of origin, similar treatment shall be accorded a 
corresponding patent application filed in the other country. 


ARTICLE IV 
(a) Where privately-owned technical information— 


(i) has been communicated by or on behalf of the owner thereof to the 
Contracting Government of the country of which he is a national, and 

(ii) is subsequently disclosed by that Government to the other Con- 
tracting Government for the purposes of defense and is used or disclosed by 
the latter Government without the express or implied consent of the owner, 


the Contracting Governments agree that, where any compensation is paid to the 
owner by the Contracting Government first receiving the information, such 
payment shall be without prejudice to any arrangements which may be made 
between the two governments regarding the assumption as between them of 
liability for compensation. The Technical Property Committee established 
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under Article VI of this Agreement will discuss and make recommendations to 
the Governments concerning such arrangements. 

(b) When, for the purposes of defense, technical information is made available 
by a national of one Contracting Government to the other Government at the 
latter’s request and use or disclosure is subsequently made of that information 
for any purpose whether or not for defense, the recipient Government shall, at 
the owner’s request, take such steps as may be possible under its laws to provide 
prompt, just, and effective compensation for such use or disclosure to the extent 
that the owner may be entitled thereto under such laws. 


ARTICLE V 


When one Contracting Government, or an entity or agency owned or controlled 
by such Government, owns or has the right to grant a license to use an invention 
and that invention is used by the other Government for defense purposes, the 
using Government shall be entitled to use the invention without cost, except 
to the extent that there may be liability to a private owner with established 
interests in the invention. 


ARTICLE VI 


Each Contracting Government shall designate a representative to meet with 
the representative of the other Contracting Government to constitute a Technical 
Property Committee. It shall be the function of this Committee: 

(a) To consider and make recommendations on such matters relating to the 
subject of this Agreement as may be brought before it by either Contracting 
Government. 

(b) To make recommendations to the Contracting Governments concerning 
any question, brought to its attention by either Government, relating to patent 
rights and technical information which arises in connection with the mutual 
defense program. 

(c) To assist, where appropriate, in the negotiation of commercial or other 
agreements for the use of patent rights and technical information in the mutual 
defense program. 

(d) To take note of pertinent commercial or other agreements for the use of 
patent rights and technical information in the mutual defense program, and, 
where necessary, to obtain the views of the two governments on the acceptability 
of such agreements. 

(e) To assist, where appropriate, in the procurement of licenses and to make 
recommendations, where appropriate, respecting payment of indemnities covering 
inventions used in the mutual defense program. 

(f) To encourage projects for technical collaboration between and among 
the armed services of the two Contracting Governments and to facilitate the 
use of patent rights and technical information in such projects. 

(g) To keep under review all questions concerning the use, for the purposes 
of the mutual defense program, of all inventions which are, or hereafter come, 
within the provisions of Article V. 

(h) To make recommendations to the Contracting Governments, either with 
respect to particular cases or in general, on the means by which any disparities 
between the laws of the two countries governing the compensation for or other- 
wise concerning technical information made available for defense purposes 
might be remedied. 

ARTICLE VII 


Upon request, each Contracting Government shall, as far as practicable, supply 
to the other Government all necessary information and other assistance required 
for the purposes of : 

(a) affording the owner of technical information made available for 
defense purposes the opportunity of protecting and preserving any rights he 
may have in the technical information ; and 

(b) assessing payments and awards arising out of the use of patent rights 
and technical information made available for defense purposes. 


ARTICLE VIII 


(a) “Technical information” as used in this Agreement means information 
originated by or peculiarly within the knowledge of the owner thereof and those 
in privity with him and not available to the public. 
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(b) The term “national” as used in this Agreement means any person who 
is a citizen or subject of one of the Contracting Governments or domiciled within 
the territory of such Government, or any business enterprise or other organiza- 
tion organized under the laws of, and having a bona fide and effective com- 
mercial or industrial establishment within the territory of, such Government. 

(c) The term “use” includes manufacture by or for a Contracting Govern- 
ment. 

(d) Nothing in this Agreement shall apply to patents, patent applications and 
technical information in the field of atomic energy. 

(e) Nothing in this Agreement shall contravene present or future security 
arrangements between the Contracting Governments. 


ARTICLE Ix 


(a) This Agreement shall enter into force on the date of signature. 

(b) The terms of this Agreement may be reviewed at any time at the request 
of either Contracting Government. 

(c) This Agreement shall terminate on the date when the Mutual Defense 
Assistance Agreement terminates or six months after notice of termination by 
either Contracting Government, whichever is sooner, but without prejudice to 
obligations and liabilities which have then accrued pursuant to the terms of this 
Agreement. 

In witness whereof the undersigned, being duly authorized thereto by their 
respective Governments, have signed the present Agreement. 

Done in duplicate at Oslo this 6th day of April, 1955. 


For the Government of the United For the Government of Norway: 
States of America: HALvarD LANGE. 


L. CorrtIn STRONG. 


AGREED MINUTES TO ARTICLE V 


(a) It is undersood that Article V is not applicable to companies of share- 
holders, corporations or other entities in which a Contracting Government 
owns less than 100% of the shares or other proprietary interests. Each Con- 
traeting Government will, however, use its best endeavors to facilitate the use 
on reasonable terms for defense purposes of any inventions of entities in which 
it has a substantial but less than 100% interest. 

(b) It is further understood that Article V is not applicable to any patent 
which might be expropriated from private owners by the Government of 
Norway at the request and for the purpose of defense use by the Government 
of the United States. 


HEADQUARTERS, UNITED States ARMY, Europe, APO 403 


PROCUREMENT CIRCULAR 10 May 1956 
NUMBER 12 


US-Unrrep KInGpoM PATENT INTERCHANGE AGREEMENT 


1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in the United Kingdom with 
appropriated funds. 

2. Purpose.—The purpose of this circlular is to make available for information 
and use a copy of the Agreement Between the United States of America and 
the United Kingdom of Great Britain and Northern Ireland to Facilitate Inter- 
change of Patent Rights and Technical Information for Defense Purposes, dated 
19 January 1953 (Annex A) consisting of American Embassy letter dated 19 
January 1953 and United Kingdom letter dated 19 January 1953. 

8. Patent Interchange Agreement.—a. The Patent Interchange Agreement sets 
forth certain principles and policies which the two governments have agreed will 
govern with respect to patent rights and technical information in connection 
with US contracts placed in the United Kingdom, irrespective of the source of 
the funds utilized in such contracts. 

b. The Patent Interchange Agreement contains principles and policies relating 
to the flow and use of patent rights and technical information particularly with 
respect to maintenance of military security ; compensation to be paid, if any, to 
owners; free licenses; and establishment of intergovernmental committee to 
review and make recommendations on such matters. 
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4. Requirement.—a. By inclusion in government-to-nongovernment contracts 
of clauses entitled “TAXES” and “AMENDED TAXES CLAUSD” or of a clause 
entitled “TAXES AND ROYALTIES,” the US will obtain certain warranties 
from contractors and subcontractors with respect to patent royalties and similar 
charges paid by such contractors and subcontractors. By inclusion in appropri- 
ate government-to-nongovernment contracts of a clause entitled “REPORTING 
OF ROYALTIES,” the Contracting Officers will obtain data concerning royalty 
payments paid or to be paid by contractors and subcontractors. 

b. Notwithstanding the fact that government-to-government contracts are silent 
with respect to foreign government warranties as to patent royalties and similar 
charges, such warranties are implied by reason of the execution of a Patent 
Interchange Agreement. As a consequence of the inclusion in the government- 
to-government contract of a clause entitled “REPORTING OF ROYALTIES,” 
Contracting Officers will obtain data concerning royalty payments paid or to be 
paid by contractors (foreign governments) and subcontractors. 

ce. It will be the responsibility of Contracting Officers to insure that royalty 
payments and similar charges from which the US is exempt by reason of the 
Patent Interchange Agreements are not paid by the US. Necessary action will 
be taken during pre-award price negotiations, during contract administration and 
in the course of price renegotiations. 

d. Requests for assistance in connection with patent rights and royalty pay- 
ments will be submitted with a complete statement of facts through command 
channels to JA, USAREUR. 

5. Local Reproduction.—If additional copies of the Patent Interchange Agree- 
ment (Annex A) are required, authority is granted to reproduce them locally. 
The Patent Interchange Agreement is not stocked by the USAREUR Adjutant 
General Publications and Records Center. 

6. Limitation on Dissemination.—The Patent Interchange Agreement repre- 
sents the result of private negotiations between two governments and, as such, 
will not be given public dissemination. In particular, these negotiations will 
not be revealed to other foreign governments or nationals thereof. 


(AEAGD-CP 400.12 AG-Heid Mil 7891) 


Por the Commander in Chief : 
OFFICIAL : JOHN F.. UNCLEs, 
[SEAL] Maj Gen, GS, Chief of Staff. 
Bruce EASELY, 
Brigadier General, USA, 
Adjutant General. 
1. Annex: A. Agreement between USA and the United Kingdom. 
DISTRIBUTION : As prescribed in UPC 1, 1956. % 
SprecraL Distrrisvurion : 4~TAGO-AGAO-O. 


ANNEX A 


AGREEMENT BETWEEN THE UNITED STATES OF AMERICA AND THE UNITED KINGDOM 
OF GREAT BRITAIN AND NORTHERN IRELAND To FACILITATE INTERCHANGE OF 
PATENT RIGHTS AND TECHNICAL INFORMATION FOR DEFENSE PURPOSES, ENTERED 
INTO ForRcE ON JANUARY 19, 1953 


The Government of the United States of America and the Government of the 
United Kingdom of Great Britain and Northern Ireland. 

Having agreed in the Mutual Defence Assistance Agreement signed in Wash- 
ington on the 27th January, 1950, to negotiate, upon the request of either of them, 
appropriate arrangements between them respecting patents and technical infor- 
mation ; 

Desiring generally to assist in the production of equipment and materials for 
defence, by facilitating and expediting the interchange of patent rights and 
technical information ; and 

Acknowledging that the rights of private owners of patents and technical 
information should be fully recognized and protected in accordance with the law 
applicable to such patents and technical information ; 

Have agreed as follows: 

ARTICLE I 


Each Contracting Government shall, whenever practicable without undue lim- 
itation of, or impediment to, defence production, facilitate the use of patent 
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rights, and encourage the flow and use of privately owned technical informtaion, 
for defence purposes— 

(a) through the medium of any existing commercial relationships between 
the owners of such patent rights and technical information in one country 
and the user in the other country, whether such user is a private person or 
firm or the Government of that other country or an entity owned by that 
Government ; and 

(b) in the absence of such existing relationships, through the creation 
by such owners of such commercial relationships, provided that such arrange- 
ments shall not conflict with security requirements, and provided further 
that the terms of all such arrangements shall be subject to the applicable 
laws of the two countries. 

ARTICLE II 


When, for defense purposes, technical information is supplied by one Con- 
tracting Government to the other for information only, and this is stipulated 
at the time of supply, the recipient Government shall treat the technical infor- 
mation as disclosed in confidence and use its best endeavours to ensure that the 
information is not dealt with in any manner likely to prejudice the rights of the 
owner thereof to obtain patent or other like statutory protection therefor. 


ARTICLE II 


Each Contracting Government shall accord to any information made available 
to it or its nationals for the purposes of defence the same degree of security 
protection as such information receives in the country from which it is trans- 
mitted. Patentable information transmitted for such purposes, but which is 
subject to security restrictions in the country of origin, shall be treated with 
no less security restrictions in the country to which it is transmitted. Informa- 
tion which is the subject of a patent application held in secrecy in the country of 
origin shall be accorded similar treatment when a corresponding patent applica- 
tion is filed in the other country. 

ARTICLE IV 


(a) Where privately owned technical information of commercial value— 

(i) has been communicated by or on behalf of the owner thereof to the 
Contracting Government of the country of which he is a national and is 
subsequently disclosed by that Government to the other Contracting Gov- 
ernment for the purposes of defense and is used or disclosed by the latter 
Government without the express or implied consent of the owner, or 

(ii) has been disclosed for purposes of defence, at the request of either 
Contracting Government, by or on behalf of the owner thereof (such owner 
being a national of the country of one of the Contracting Governments) to 
the Contracting Government of the country of which he is not a national and 
is used or disclosed by that Government without the express or implied 
consent of the owner, the Contracting Governments agree that, subject to 
the applicable law of either Contracting Government and in the absence of 
other arrangements regarding compensation made through the commercial 
relationships referred to in Article I, the owner shall be entitled to receive 
prompt, just and effective compensation for the use of the information and 
for any damage to his interests therein resulting from the use or disclosure 
thereof, and that the necessary steps shall be taken to ensure payment 
of any due compensation. Any compensation payable to the owner under 
this Article shall be paid by the Contracting Government first receiving the 
information under this Article, but without prejudice to any arrangements 
between the two Contracting Governments regarding the assumption as be- 
tween them of liability for compensation. The Contracting Governments 
agree that the owner shall be afforded, so far as practicable, the opportunity 
of protecting and preserving any rights he may have in the information. 

(b) “Technical information” as used in this Article means information 
originated by or peculiarly within the knowledge of the owner thereof and 
these in privity with him and not available to the public. 

(ec) The commercial value of technical information for the purpose of 
this Article also includes its value solely or partly for military purposes. 


ARTICLE V 


(a) When an invention owned by one Contracting Government is used 
by the other Contracting Government for defense purposes, such use shall, to 
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the extent that no liability is incurred by either Government to any private 
owner of a proprietary or other legal interest in the invention, be without cost 
to such other Government. 

(b) Inventions made in United Kingdom Government establishments or de- 
partments and owned by the National Research Development Corporation or 
Power Jets (Research and Development) Limited or like agencies primarily 
established for the purpose of holding and exploiting patents, shall, for the 
purpose of this Article, be treated as though they were Government-owned. 

(ce) Whenever either Contracting Government can grant to the other Con- 
tracting Government for defense purposes a license to use an invention not 
covered by (a) above without incurring liability to any private owner of a 
proprietary or other legal interest therein, it shall do so without cost to such 
other Government. 

(d) Nothing in this Article shall affect any licensing or other agreement 
already in force at the date of this Agreement or any royalty or other compen- 
sation paid or agreed to be paid thereunder. 


ARTICLE VI 


Each Contracting Government shall designate a representative to meet with 
the representative of the other Contracting Government to constitute a Tech- 
nical Property Committee. It shall be the function of this Committee to con- 
sider such matters relating to the subject of this Agreement as may be brought 
before it by either Contracting Government, and, in addition— 

(a) to make recommendations to the Contracting Governments concern- 
ing any questions, brought to its attention by either of them, relating to 
patent rights and technical information, which arises in connection with 
the defence programme of either Contracting Government ; 

(b) to assist in the negotiation of commercial or other agreements for 
the use of patent rights and technical information in the defence programme 
of either Contracting Government ; 

(c) to take note of pertinent commercial or other agreements for the 
use of patent rights and technical information in the defence programme 
of either Contracting Government, and where necessary, to obtain the views 
of the two Governments on the acceptability of such agreements ; 

(d) to encourage projects for technical collaboration between and among 
the armed services of the two Contracting Governments and to facilitate 
the use of patent rights and technical information in such projects; 

(e) to arrange for the procurement of, and to make recommendations 
respecting payment for, licenses and also to arrange indemnities, covering 
inventions in appropriate cases arising in the defence programme of either 
Contracting Government ; 

(f) to make recommendations to the Contracting Governemnts regarding 
the assumption of liability for compensation referred to in Article 1V; and 

(g) to keep under review all questions concerning the use, for the pur- 
poses of the defence programme of either Contracting Government, of all 
inventions which are, or hereafter come, within the provisions of Article V. 


ARTICLE VII 


Each Contracting Government shall supply to the other all necessary infor- 
mation and other assistance required for the purposes of assessing payments 
and awards arising out of the operation of this Agreement. 


ARTICLE VIII 


Nothing in this Agreement shall apply to patents, patent applications and 
technical information in the field of atomic energy which are restricted by the 
applicable laws of either Contracting Government. 


ARTICLE IX 


(a) This Agreement shall, on the part of the Government of the United King- 
dom, extend only to the United Kingdom of Great Britain and Northern Ireland. 
(b) If the Government of the United States wish the Agreement to be extended 
to any other territory for whose international relations the Government of the 
United Kingdom are responsible, the two Government will consult together 
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regarding the possibility of securing the extension of the Agreement to that 
territory. 

(c) In this Agreement “country” means the United Kingdom of Great Britain 
and Northern Ireland or the United States of America. 


ARTICLE X 


This Agreement shall enter into force on the date of signature, and shall be 
registered with the Secretary-General of the United Nations. 


ARTICLE XI 


The terms of this Agreement may be reviewed at any time at the request of 
either Contracting Government. 
ARTICLE XII 


This Agreement shall terminate on the date when the Mutual Defense Assist- 
ance Agreement terminates or six months after notice of termination by either 
Contracting Government, but without prejudice to obligations and liabilities 
which have then accrued pursuant to the terms of this Agreement. 

In witness whereof the undersigned, being duly authorized thereto by their 
respective Governments, have signed the present Agreement. 

Done in duplicate at London this 19th day of January, 1953. 

For the Government of the United States of America: 


For the Government of the United Kingdom of Great Britain and Northern 


Ireland: 
[SEAL] 


Tue Foreign Service oF THE UNitrep Srates oF AMERICA, 
AMERICAN EMBASSY, 
London, England, January 19, 1953 
No. 8398 
The Right Honorable ANTHONY EDEN, M. C., M. P., 
Secretary of State for Foreign Affairs, Foreign Office, S. W. 1. 

Sm: With reference to the Agreement between our two Governments to facili- 
tate the interchange of patent rights and technical information for defence pur- 
poses, signed on January 19, 1953, I have the honor to inform Your Excellency 
of certain interpretations placed thereon by my Goverment. 

It is understood that Article I of the Agreement shall apply to patent rights 
or technical information owned or controlled by the National Research Develop- 
ment Corporation and Power Jets (Research and Development) Limited. 

It is the understanding of my Government that the redress afforded in accord- 
ance with Article IV of the Agreement by either Government to persons bring- 
ing claims for compensation would be equivalent to that afforded by the other 
Government in similar cases. In the event, however, that this is found not to be 
true in a particular case and that in that case the claimant does not have a 
valid claim in accordance with Article IV under the law of the Contracting 
Government entertaining the claim but would in similar circumstances have had 
a valid claim under the law of the other Contracting Government, it is the 
understanding of the United States Government that the Technical Property 
Committee, as part of its functions under Article VI of the Agreement, will con- 
sult and make recommendations to the two Governments with a view to 
remedying the situation. 

I should be glad if you would confirm that the understandings of the Govern- 
ment of the United States as set forth above also represent the understandings 
of Her Majesty’s Government. 

Please accept, Sir, the renewed assurances of my highest consideration. 


(WALTER S. GIFForD.) 


[SEAL] 
€M.1013/1) ForEIGN OFrrice, 8S. W. 1. 
19th January, 1953. 


His Excellency the Honourable WAtT:R S. Girrorp, etc., etc., etc., 
1 Grosvenor Square, W. 1. 
Your ExcetLtency: I have the honour to acknowledge the receipt of Your 
Excellency’s Note No. 8398 of today’s date, which reads as follows: 
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“Sir: With reference to the Agreement between our two Governments to 
facilitate the interchange of patent rights and technical information for defence 
purposes, signed on January 19, 1953, I have the honour to inform Your Ex- 
cellency of certain interpretations placed thereon by my Government. 

It is understood that Article I of the Agreement shall apply to patent rights 
or technical information owned or controlled by the National Research Develop- 
ment Corporation and Power Jets (Research and Development) Limited. 

It is the understanding of my Government that the redress afforded in accord- 
ance with Article IV of the Agreement by either Government to persons bringing 
claims for compensation would be equivalent to that afforded by the other Gov- 
ernment in similar cases. In the event, however, that this is found not to be 
true in a particular case and that in that case the claimant does not have a 
valid claim in accordance with Article IV under the law of the Contracting 
Government entertaining the claim but would in similar circumstances have had 
a valid claim under the law of the other Contracting Government, it is the 
understanding of the United States Government that the Technical Property 
Committee, as part of its functions under Article VI of the Agreement, will con- 
sult and make recommendations to the two Governments with a view to remedy- 
ing the situation. 

I should be glad if you would confirm that the understandings of the Govern- 
ment of the United States as set forth above also represent the understanding 
of Her Majesty’s Government. 

Please accept, Sir, the renewed assurances of my highest consideration.” 

In reply I have the honour to confirm that the understandings set forth in 
your Note also represent the understandings of Her Majesty’s Government in 
the United Kingdom. 

I have the honour to be, with the highest consideration, 

Your Excellency’s obedient Servant, 
ANTHONY EDEN. 


HEADQUARTERS, UNITED STATES ARMY, EUROPE 


APO 403 
PROCUREMENT CIRCULAR 10 May 1956 
NUMBER 13 


US-GERMAN PATENT INTERCHANGE AGREEMENT 


1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in the Federal Republic of 
Germany, excluding Land Berlin, with appropriated funds. 

2. Purpose.—The purpose of this circular is to make available for information 
and use a copy of the Agreement Between the United States of America and the 
Federal Republic of Germany to Facilitate Interchange of Patent Rights and 
Technical Information for Defense Purposes, dated 4 January 1956 (Annex A) 
consisting of Federal Republic of Germany letter, 4 January 1956, and American 
Embassy letter, 4 January 1956. 

3. Patent Interchange Agreement.—a. The Patent Interchange Agreement sets 
forth certain principles and policies which the two governments have agreed will 
govern with respect to patent rights and technical information in connection 
with US contracts placed in the Federal Republic of Germany. 

b. The Patent Interchange Agreement contains principles and policies relating 
to the flow and use of patent rights and technical information particularly with 
respect to maintenance of military security ; compensation to be paid, if any, to 
owners; free licenses; and establishment of intergovernmental committee to 
review and make recommendations on such matters. 

4. Requirement.—a. By inclusion in government-to-nongovernment contracts of 
clauses entitled “TAXES” and “AMENDED TAXES CLAUSE” or of a clause 
entitled “TAXES AND ROYALTIES”, the US will obtain certain warranties 
from contractors and subcontractors with respect to patent royalties and similar 
charges paid by such contractors and subcontractors. By inclusion in appro- 
priate government-to-nongovernment contracts of a clause entitled “REPORTING 
OF ROYALTIES”, Contracting Officers will obtain data concerning royalty 
payments paid or to be paid by contractors and subcontractors. 

b. Notwithstanding the fact that government-to-government contracts are silent 
with respect to foreign government warranties as to patent royalties and similar 
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charges, such warranties are implied by reason of the execution of a Patent 
Interchange Agreement. As a consequence of the inclusion in the government- 
to-government contract of a clause entitled “REPORTING OF ROYALTIES”, 
Contracting Officers will obtain data concerning royalty payments paid or to be 
paid by contractors (foreign governments) and subcontractors. 

ce. It will be the responsibility of Contracting Officers to insure that royalty 
payments and similar charges from which the US is exempt by reason of the 
Patent Interchange Agreements are not paid by the US. Necessary action will be 
taken during pre-award price negotiations, during contract administration and 
in the course of price renegotiations. 

d. Requests for assistance in connection with patent rights and royalty 
payments will be submitted with a complete statement of facts through command 
channels to JA, USAREUR. 

5. Local Reproduction.—If additional copies of the Patent Interchange Agree- 
ment (Annex A) are required, authority is granted to reproduce them locally. 
The Patent Interchange Agreement is not stocked by the USAREUR Adjutant 
General Publications and Records Center. 

6. Limitation on Dissemination.—The Patent Interchange Agreement repre- 
sents the result of private negotiations between two governments and, as such, 
will not be given public dissemination. In particular, these negotiations will 
not be revealed to other foreign governments or nationals thereof. 

[AEAGD-CP 400.12 AG—Heid Mil 7891] 

For THE COMMANDER IN CHIEF: 


OFFICIAL : 

[SEAL] 
Bruce EASLEY, JoHN F. UNCLEs, 
Brigadier General, USA, Maj Gen, GS, 
Adjutant General. Chief of Staff. 


1 Annex: A. Agreement between USA and FRG. 
DISTRIBUTION : As prescribed in UPC 1, 1956. 
SPECIAL DISTRIBUTION : 4—TAGO-AGAO-O. 


ANNEX A 


AGREEMENT BETWEEN THE GOVERNMENT OF THE UNITED STATES OF AMERICA AND 
THE GOVERNMENT OF THE FEDERAL REPUBLIC OF GERMANY TO FACILITATE INTER- 
CHANGE OF PATENT RIGHTS AND TECHNICAL INFORMATION FOR DEFENSE 
PURPOSES 


The Government of the United States of America and the Government of the 
Federal Republic of Germany, 

Having in mind the Mutual Defense Assistance Agreement between the United 
States of America and the Federal Republic of Germany signed in Bonn on 
June 30, 1955, which provides in Article III that the parties should negotiate, 
upon the request of either of them, appropriate arrangements between them 
respecting patents and technical information ; 

Desiring generally to assist in the production of equipment and materials for 
defense, by facilitating and expediting the interchange of patent rights and 
technical information ; and 

Acknowledging that the rights of private owners of patents and technical 
information should be fully recognized and protected in accordance with the 
law applicable to such patents and technical information ; 

Have agreed as follows: 

ARTICLE I 


Each Contracting Government shall whenever practicable, without undue limi- 
tation of, or impediment to, defense production, facilitate the use of privately- 
owned patent rights and encourage the flow and use of privately-owned technical 
information, as defined in Article VIII, for defense purposes— 

(a) through the medium of any existing commercial relationships between 
the owner of such patent rights and technical information and those in the 
other country having the right thereby to use such patent rights and 
technical information ; and 

(b) in the absence of such existing relationships, through the creation 
of such relationships by the owner and the user in the other country, 
provided that, in the case of classified information, such arrangements are 
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permitted by the laws and security requirements of both Governments, and 
provided further that the terms of all such arrangements shall remain 
subject to the applicable laws of the two countries. 


ARTICLE It 


When, for defense purposes, technical information is supplied by one Con- 
tracting Government to the other for information only, and this is stipulated at 
the time of supply, the Recipient Government shall treat the technical informa- 
tion as disclosed in confidence and use its best endeavors:to ensure that the 
information is not dealt with in any manner likely to prejudice the rights of 
the owner thereof to obtain patent or other like statutory protection therefor. 


ARTICLE it 


When technical information made available, under agreed procedures, by one 
Contracting Government to the other for the purpose of defense discloses an 
invention which is the subject of a patent or patent application held in 
secrecy in the country of origin, similar treatment shall be accorded a cor- 
responding patent application filed in the other country. 


ARTICLE IV 


1. Where privately-owned technical information— 
(a) has been communicated by or on behalf of the owner thereof to the 
Contracting Government of the country of which he is a national, and 
b) is subsequently disclosed by that Government to the other Contracting 
Government for the purpose of defense and is used or disclosed by the 
latter Government without the express or implied consent of the owner, 
the Contracting Governments agree that, where any compensation is paid to 
the owner by the Contracting Government first receiving the information, such 
payment shall be without prejudice to any arrangements which may be made 
between the two Governments regarding the assumption as between them of 
liability for compensation. The Technical Property Committee established under 
Article VI of this Agreement will discuss and make recommendations to the 
Governments concerning such arrangements. 

2. When, for the purposes of defense, technical information is made 
available by a national of one Contracting Government to the other Govern- 
ment at the latter’s request, and use or disclosure is subsequently made of that 
information for any purpose whether or not for defense, the Recipient Govern- 
ment shall, at the owner’s request, take such steps as may be possible under its 
laws to provide prompt, just and effective compensation for such use or dis- 
closure to the extent that the owner may be entitled thereto under such 
laws. 

3. Nothing in this Agreement shall affect any rights that an owner of patents 
and of technical information may have to assert claims against the Contracting 
Governments before the courts, as provided by relevant national legislation. 


ARTICLE V 


1. When one Contracting Government owns or has the right to grant a license 
to use an invention and that invention is used by the other Government for 
defense purposes, the using Government shall be entitled to use the invention 
without cost, except to the extent that there may be liability to a private owner 
with established interests in the invention. 

2. When one Contracting Government owns or controls an entity owning or 
having the right to grant a license to use an invention and that invention is used 
by the other Government for defense purposes, the using Government shall be 
entitled to a license on terms at least as favorable as may be received by the 
Government owning or controlling the entity concerned or by other entities 
thereof, provided that the owning or controlling Government is not placed under 
financial obligations thereby. 
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ARTICLE VI 


Each Contracting Government shall designate a representative to meet with 
the representative of the other Contracting Government to constitute a Technical 
Property Committee. It shall be the function of this Committee: 

(a) To consider and make recommendations on such matters relating to 
the subject of this Agreement as may be brought before it by either Contract- 
ing Government. 

(b) To make recommendations to the Contracting Government concerning 
any question, brought to its attention by either Government, relating to pat- 
ent rights and technical information which arises in connection with the 
mutual defense program. 

(c) To assist, where appropriate, in the negotiation of commercial or other 
agreements for the use of patent rights and technial information in the 
mutual defense program. 

(ad) To take note of pertinent commercial or other agreements for the use 
of patent rights and technical information in the mutual defense program, 
and, where necessary, to obtain the views of the two Governments on the 
acceptability of such agreements. 

(e) To assist, where appropriate, in the procurement of licenses and to 
make recommendations, where appropriate, respecting payment of indemni- 
ties covering inventions used in the mutual defense program. 

(f) To encourage projects for technical collaboration between and among 
the armed services of the two Contracting Governments and to facilitate the 
use of patent rights and technical information in such projects. 

(g) To keep under review all questions concerning the use, for the purposes 
of the mutual defense program, of all inventions which are, or hereafter 
come, within the provisions of Article V. 

(h) To make recommendations to the Contracting Government, either 
with respect to particular cases or in general, on the means by which any 
disparities between the laws of the two countries governing the compensa- 
tion for or otherwise concerning technical information made available for 
defense purposes might be remedied. 


ARTICLE VII 


Upon request, each Contracting Government shall, as far as practicable, supply 
to the other Government all necessary information and other assistance required 
for the purpose of: 

(a) affording the owner of technical information made available for 
defense purposes the opportunity of protecting and preserving any rights 
he may have in the technical information ; and 

(b) assessing payments and awards arising out of the use of patent rights 
and technical information made available for defense purposes. 


ARTICLE VIII 


1. “Technical information” as used in this Agreement means information origi- 
nated by or peculiarly within the knowledge of the owner thereof and those in 
privity with him and not available to the public. 

2. The term “use” includes manufacture by or for a Contracting Government. 

8. Nothing in this Agreement shall apply to patents, patent applications and 
technical information in the field of atomic energy. 

4. Nothing in this Agreement shall contravene present or future security 
arrangements between the Contracting Governments. 

5. German nationals for the purpose of this Agreement are Germans within 
the meaning of Article 116 of the Basic Law. 


ARTICLE IX 


1. This Agreement shall enter into force definitively on the date on which the 
Mutual Defense Assistance Agreement, signed at Bonn on June 30, 1955, enters 
into force, but shall be applied provisionally from the date of signature. 

2. The terms of this Agreement may be reviewed at any time at the request of 
either Contracting Government. 

8. Without prejudice to obligations and liabilities which have accrued pur- 
suant to the terms of this Agreement, this Agreement shall terminate on the 
date when the Mutual Defense Assistance Agreement terminates or six months 
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after notice of termination by either Contracting Government, whichever is 
sooner, provided that the provisional application may be terminated by one 
month’s notice by either Contracting Government. 

In witness whereof the undersigned, being duly authorized thereto by their 
respective Governments, have signed the present Agreement. 

Done at Bonn, in duplicate, in the English and German languages, both of 
which texts are authentic, this 4th day of January, 1956. 


For the Government of the Federal For the Government of the United 
Republic of Germany: States of America : 
HEINRICH VON BRENTANO. JAMES B. CoNANT. 


THE MINISTER FOR FOREIGN AFFAIRS, 


Bonn, January 4, 1956 
His Excellency JAMEs B. Conant, 


Ambassador of the United States of America, Bonn. 


EXcELLENCY: With regard to the “Agreement Between the Government of the 
United States of America and the Government of the Federal Republic of Ger- 
many to Facilitate Interchange of Patent Rights and Technical Information for 
Defense Purposes” concluded on January 4, 1956 between our two Governments, 
we would propose that the following interpretations be considered as constituting 
a formal part of our mutual understanding. 

1. With regard to Article IV it is recognized that the actions of our two Gov- 
ernments in transmitting privately-owned technical information to each other, 
or in the subsequent disclosure or use of such information, might on occasion 
result in liability by one or both of our Governments, under our respective laws, 
by reason of a disclosure or use of such information without consent of the 
owner. It is further recognized that in certain cases compensation might be paid 
by the transmitting Government even though the payment of such compensation 
might have resulted from the failure of the Recipient Government to respect the 
conditions under which the information was made available. 

It is believed that, in any cases in which compensation might be payable to 
a private owner in consequence of such failure on the part of the Recipient 
Government, it should be possible under the laws of our respective countries to 
make arrangements for the assumption of ultimate liability by the Recipient 
Government. In the event, however, that discrepancies in the laws of our two 
countries should preclude mutually satisfactory arrangements for the assump- 
tion of ultimate liability under this or other circumstances, it is understood 
that the Technical Property Committee will consider such discrepancies as a 
matter falling within the purview of Article VI (h). 

2. It is understood that Article IV does not preclude private owners of tech- 
nical information from endeavoring to obtain compensation or protection, when- 
ever they think appropriate, through normal legal procedures. 

8. In Article V, the term “control” is meant to express a predominant influ- 
ence of the Government in the management of the entity concerned, especially 
to the extent that the Government is qualified to instruct the entity to grant a 
license in the sense of this Article. 

4. Referring again to Article V, it is understood that the using Government 
shall be “entitled to use the invention without cost” or be “entitled to a license 
on terms at least as favorable as may be received by the Government owning or 
eontrolling the entity concerned or by other entities thereof” only if such inven- 
tion or such license is used for defense purposes. Whenever the invention or 
license is used for civil needs, it is evident that Article V is not applicable. 

The confirmation of these understandings by the United States Government 
will be appreciated. 


I avail myself of this opportunity to renew to Your Excellency the assur- 
ances of my highest consideration. 
HEINRICH VON BRENTANO, 
The Minister for Foreign Affairs. 


AMERICAN EMBASSY, 


Bonn, January 4, 1956 
EXCELLENCY: I have the honor to acknowledge your letter of January 4, 


1956, setting forth certain interpretations concerning the “Agreement Between 
the Government of the United States of America and the Government of the 
Federal Republic of Germany to Facilitate Interchange of Patent Rights and 
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Technical Information for Defense Purposes” concluded between our two Gov- 
ernments on January 4, 1956. This letter states: 

1. With regard to Article IV it is recognized that the actions of our two 
Governments in transmitting privately-owned technical information to each 
other, or in the subsequent disclosure or use of such information, might on 
occasion result in liability by one or both of our Governments, under our re- 
spective laws, by reason of a disclosure or use of such information without 
eonsent of the owner. It is further recognized that in certain cases compensa- 
| tion might be paid by the transmitting Government even though the payment of 
| such compensation might have resulted from the failure of the Recipient Govern- 

ment to respect the conditions under which the information was made available. 

It is believed that, in any cases in which compensation might be payable to a 

private owner in consequence of such failure on the part of the Recipient Gov- 

' ernment, it should be possible under the laws of our respective countries to 

! make arrangements for the assumption of ultimate liability by the Recipient 
Government. In the event, however, that discrepancies in the laws of our two 
countries should preclude mutually satisfactory arrangements for the assump- 
tion of ultimate liability under this or other circumstances, it is understood that 
the Technical Property Committee will consider such discrepancies as a matter 
falling within the purview of Article VI (h). 

2. It is undertsood that Article IV does not preclude private owners of tech- 
nical information from endeavoring to obtain compensation or protection, 
whenever they think appropriate, through normal legal procedures. 

3. In Article V, the term “control” is meant to express a predominant in- 
fluence of the Government in the management of the entity concerned, espe- 
cially to the extent that the Government is qualified to instruct the entity to 
grant a license in the sense of this Article. 

4, Referring again to Article V, it is understood that the using Government 
shall be “entitled to use the invention without cost” or be “entitled to a license 
on terms at least as favorable as may be received by the Government owning 
or controlling the entity concerned or by other entities thereof” only if such 
invention or such license is used for defense purposes. Whenever the inven- 
tion or license is used for civil needs, it is evident that Article V is not 
applicable. 

IT have the honor to confirm that the interpretations as given in your letter 
are acceptable to my Government. 

Please accept the renewed assurances of my highest consideration. 

JAMES B. Conant, 
American Ambassador. 


HEADQUARTERS, UNITED STATES ARMY, EUROPE APO 403 





PROCUREMENT CIRCULAR 10 May 1956 
Number 14 


US-GrEEcE PATENT INTERCHANGE AGREEMENT 


1. General.—The provisions of this circular are applicable to all USAREUR 
procurement activities which involve contracting in Greece with appropriated 
funds. 

2. Purpose.—The purpose of this circular is to make available for informa- 
tion and use a copy of the Agreement Between the United States of America 
and Greece to Facilitate Interchange of Patent Rights and Technical Informa- 
tion for Defense Purposes, dated 16 June 1955 (Annex A). 

3. Patent Interchange Agreement.—a. The Patent Interchange Agreement sets 
forth certain principles and policies which the two governments have agreed 
will govern with respect to patent rights and technical information in con- 
nection with US contracts placed in Greece, irrespective of the source of the 
funds utilized in such contracts. 

b. The Patent Interchange Agreement contains principles and policies relating 
to the flow and use of patent rights and technical information particularly with 
respect to maintenance of military security ; compensation to be paid, if any, to 
owners; free licenses; and establishment of intergovernmental committee to 
review and make recommendations on such matters. 

4. Requirement.—a. By inclusion in government-to-nongovernment contracts 
of clauses entitled “TAXES” and “AMENDED TAXES CLAUSE” or of a 
clause entitled “TAXES AND ROYALTIES,” the US will obtain certain war- 
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ranties from contractors and subcontractors with respect to patent royalties and 
similar charges paid by such contractors and subcontractors. By inclusion in 
appropriate government-to-nongovernment contracts of a clause entitled “RE- 
PORTING OF ROYALTIES,” the Contracting Officers will obtain data con- 
cerning royalty payments paid or to be paid by contractors and subcontractors. 

b. Notwithstanding the fact that government-to-government contracts are 
silent with respect to foreign government warranties as to patent royalties 
and similar charges, such warranties are implied by reason of the execution of 
a Patent Interchange Agreement. As a consequence of the inclusion in the 
government-to-government contract of a clause entitled “REPORTING OF 
ROYALTIES,” Contracting Officers will obtain data concerning royalty payments 
paid or to be paid by contractors (foreign governments) and subcontractors. 

e. It will be the responsibility of Contracting Officers to insure that royalty 
payments and similar charges from which the US is exempt by reason of the 
Patent Interchange Agreements are not paid by the US. Necessary action will 
be taken during pre-award price negotiations, during contract administration 
and in the course of price renegotiations. 

d. Requests for assistance in connection with patent rights and royalty pay- 
ments will be submitted with a complete statement of facts through command 
channels to JA, USAREUR. 

5. Local Reproduction.—If additional copies of the Patent Interchange Agree- 
ment (Annex A) are required, authority is granted to reproduce them locally. 
The Patent Interchange Agreement is not stocked by the USAREUR Adjutant 
General Publications and Records Center. 

6. Limitation on Dissemination.—The Patent Interchange Agreement repre- 
sents the result of private negotiations between two governments and, as such, 
will not be given public dissemination. In particular, these negotiations will 
not be revealed to other foreign governments or nationals thereof. 

(AEAGD-CP 400.12 AG—Heid Mil 7891) 
For THE COMMANDER IN CHIEF: 
JOHN F. UNCLES, 
Maj Gen, GS, 
OFFICIAL : Chief of Staff. 
[SEAL] 
Bruce EASLEY, 
Brigadier General, USA, 
Adjutant General. 

1 Annex: A. Agreement between USA and Greece. 

DISTRIBUTION : As prescribed in UPC 1, 1956. 

SpecraL DISTRIBUTION : 4—-TAGO-AGAO-O. 


ANNEX A 


AGREEMENT TO FACILITATE INTERCHANGE OF PATENT RIGHTS AND TECHNICAL 
INFORMATION FOR DEFENSE PURPOSES 


The Government of the United States of America and the Government of 
Greece, 

Desiring generally to assist in the production of equipment and materials for 
defense, by facilitating and expediting the interchange of patent rights and 
technical information ; and 

Acknowledging that the rights of private owners of patents and technical 
information should be fully recognized and protected in accordance with the 
law applicable to such patents and technical information ; 

Have agreed as follows: 

ARTICLE I 


Each contracting Government shall, whenever practicable without undue 
limitation of, or impediment to, defense production, facilitate the use of patent 
rights, and encourage the flow and use of privately-owned technical informa- 
tion, as defined in Article VIII, for defense purposes— 

(a) through the medium of any existing commercial relationships be- 
tween the owner of such patent rights and technical information and those 
in the other country having the right to use such patent rights and tech- 
nical information ; and 

(b) in the absence of such existing relationships, through the creation 
of such relationships by the owner and the user in the other country, 
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provided that, in the case of classified information, such arrangements are per- 
mitted by the laws and security requirements of both Governments, and pro- 
vided further that the terms of all such arrangements shall remain subject to 
the applicable laws of the two countries. 


ARTICLE II 


When, for defense purposes, technical information is supplied by one Con- 
tracting Government to the other for information only, and this is stipulated 
at the time of supply, the recipient Government shall treat the technical infor- 
mation as disclosed in confidence and use its best endeavors to ensure that the 
information is not dealt with in any manner likely to prejudice the rights of 
the owner thereof to obtain patent or other like statutory protection therefor. 


ARTICLE IIt 


When technical information made available, under agreed procedures, by 
one Contracting Government to the other for the purpose of defense discloses an 
invention which is the subject of a patent or patent application held in secrecy 
in the country of origin, similar treatment shall be accorded a corresponding 
patent application filed in the other country. 


ARTICLE IV 


(a) Where privately-owned technical information— 
(i) has been communicated by or on behalf of the owner thereof to the 
Contracting Government of the country of which he is a national and 
(ii) is subsequently disclosed by the Government to the other Contract- 
ing Government for the purposes of defense and is used or disclosed by 
the latter Government without the express or implied consent of the owner, 
the Contracting Governments agree that, where any compensation is paid to 
the owner by the Contracting Government first receiving the information, such 
payment shall be without prejudice to any arrangements which may be made 
between the two Governments regarding the assumption as between them of 
liability of compensation. The Technical Property Committee established un- 
der Article VI of this Agreement will discuss and make recommendations to the 
Governments concerning such arrangements. 

(b) When, for the purposes of defense, technical information is made avail- 
able by a national of one Contracting Government to the other Government at 
the latter’s request and use or disclosure is subsequently made of that informa- 
tion for any purpose whether or not for defense, the recipient Government shall, 
at the owner’s request, take such steps as may be possible under its laws to 
provide prompt, just, and effective compensation for such use or disclosure to 
the extent that the owner may be entitled thereto under such laws. 


ARTICLE V 


When one Contracting Government, or an entity or agency owned or controlled 
by such Government, owns or has the right to grant a license to use an invention 
and that invention is used by the other Government for defense purposes, the 
using Government shall be entitled to use the invention without cost, except to 
the extent that there may be liability to a private owner with established 
interests in the invention. 

ARTICLE VI 


Each Contracting Government shall designate a representative to meet with 
the representative of the other Contracting Government to constitute a Technical 
Property Committee. It shall be the function of this Committee— 

(a) To consider and make recommendaions on such matters relating to 
the subject of this Agreement as may be brought before it by either Con- 
tracting Government. 

(b) To make recommendations to the Contracting Governments concern- 
ing any question, brought to its attention by either Government, relating to 
patent rights and technical information which arises in connection with 
the mutual defense program. 

(c) To assist, where appropriate, in the negotiation of commercial or 
other agreements for the use of patent rights and technical information in 
the mutual defense program. 
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(d) To take note of pertinent commercial or other agreements for the use 
of patent rights and technical information in the mutual defense program, 
and, where necessary, to obtain the views of the two governments on the 
acceptability of such agreements. 

(e) To assist, where appropriate, in the procurement of licenses and to 
make recommendations, where appropriate, respecting payment of indemni- 
ties covering inventions used in the mutual defense program. 

(f) To encourage projects for technical collaboration between and among 
the armed services of the two Contracting Governments and to facilitate the 
use of patent rights and technical information in such projects. 

(g) To keep under review all questions concerning the use, for the pur- 
poses of the mutual defense program, of all inventions which are, or here- 
after come, within the provisions of Article V. 

(h) To make recommendations to the Contracting Governments, either 
with respect to particular cases or in general, on the means by which any 
disparities between the laws of the two countries governing the compensa- 
tion for or otherwise concerning technical information made available for 
defense purposes might be remedied. 


ARTICLE VII 


Upon request, each Contracting Government shall, as far as practicable, sup- 
ply to the other Government all necessary information and other assistance 
required for the purposes of— 

(a) affording the owner of technical information made available for 
defense purposes the opportunity of protecting and preserving any rights he 
may have in the technical information ; and 

(b) assessing payments and awards arising out of the use of patent 
rights and technical information made available for defense purposes. 


ARTICLE VIII 


(a) “Technical information” as used in this Agreement means information 
originated by or peculiarly within the knowledge of the owner thereof and those 
in privity with him and not available to the public. 

(b) The term “use” includes manufacture by or for a Contracting Government. 

(c) Nothing in this Agreement shall apply to patents, patent applications 
and technical information in the field of atomic energy. 

(d) Nothing in this Agreement shall contravene present or future security 
arrangements between the Contracting Governments. 


ARTICLE Ix 


(a) This Agreement shall enter into force on the date of signature. 

(b) The terms of this Agreement may be reviewed at any time at the request 
of either Contracting Government. 

(c) This Agreement shall terminate six months after notice of termination 
by either Contracting Government but without prejudice to obligations and liabili- 
ties which have then accrued pursuant to the terms of this Agreement. 

In witness whereof the undersigned, being duly authorized thereto by their 
respective Governments, have signed the present Agreement. 

Done in duplicate at Athens this sixteenth day of June 1955. 

FD-State—-Washington, D.C. 


Exursit 3 
ECJD-P 
; PD70-7 
HEADQUARTERS, UNITED STATES EUROPEAN COMMAND 
PoLicy DIRECTIVE 


APO 128, US Army 
NUMBER 70-7 


24 April 1956 
PROCUREMENT 


SINGLE DEPARTMENT PROCUREMENT 


1. Purpose.—The purpose of this directive is to: 

a. Establish a policy within the US EUCOM pertaining to single department 
procurement, and to outline procedures under which such procurement will be 
effected in accordance with Armed Services Procurement Regulation 4-201. 
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b. Provide for the publication of a US EUCOM directive in the 70-series, 
which will contain a list of items under purchase assignment in the US 
BUCOM. 

ec. Prevent unnecessary duplication of procurement and contracting facilities, 
eliminate undesirable competition among subordinate commands, and provide 
for uniform procurement procedures in connection with the use of Military Inter- 
Departmental Purchase Requests (DD Form 448). 

2. Definitions—a. Subordinate Command. As defined in US EUCOM Policy 
Directive 20-1. 

b. Single Department Procurement. The arrangement whereby certain sup- 
plies are procured by one military service to satisfy the requirements of all 
the military services. 

c. Requiring Activity or Agency. The military activity or agency originating 
a requisition or purchase request for supplies. 

d. Purchasing Ageney. The military activity or agency which is assigned the 
procurement responsibility for the supplies. i 

e. Military Inter-Departmental Purchase Request (MIPR). The DD Form 
448, submitted by a requiring activity or agency as a request for supplies to be i 
procured or furnished by the purchasing agency. 

3. Applicability —a. This directive applies to military procurement by US 
EUCOM subordinate commands, including procurement by the Joint Construc- 
tion Agency under US EUCOM Policy Directive 71-4, as amended, financed di- 
rectly or indirectly by appropriated funds (including foreign currencies gen- 
erated by sales of surplus US agricultural products on reimbursable or non- 
reimbursable basis). 

b. This directive is applicable in peace, war and emergency conditions. 

4. Publication of Purchase Assignment Directive——Singie department assign- 
ments will be published by Headquarters, US EUCOM, in a US EUCOM directive 
entitled “Purchase Assignments, US European Command” which will contain 
approved commodity assignments, developed through coordination with com- 
ponent commands. Supplements will be published periodically, as required. 

5. Purchase Assignment Policy—a. Except as provided for in paragraphs 
6 and 7, below, the procurement of items or groups of items for which purchase 
responsibility has been assigned will be accomplished by the component command 
having purchase assignment responsibility, as indicated in US EUCOM Pur- 
chase Assignment directive. 

b. Requiring activities or agencies will submit purchase requests to appropriate 
purchasing agencies on DD Form 448. 

c. Direct channels as specified by the purchasing agency will be used in sub- 
mitting purchase requests. 

d. Requiring activities or agencies will cite funds to be used on purchase re- 
quest forms. 

e. The purchasing agency will bear, without reimbursement therefor, the 
administration costs incidental to its procurement of supplies and services for 
another command or agency, and the cost of such inspection it may perform in 
connection therewith. 

f. Procurements made against an MIPR will not exceed the amount of the 
funds committed by the MIPR. ‘ 

6. Purchase by a Requiring Agency.—Purchase of assigned items by a requir- 
ing agency will be authorized only in accordance with the exceptions specified 
in each individual assignment. 

7. Implementation.—Conflicts which might arise in the implementation of 
this directive, or special situations in which the advantages of single department 
procurement do not accrue because of implementing this directive, will be re- 
ferred to Headquarters, US EUCOM, with appropriate recommendations. 
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8. Rescission.—This policy directive supersedes PD 70-7, 21 December 1954. 
For THE COMMANDER IN CHIEF: 


OFFICIAL : 
Hueu J. Socks, G. HONNEN, 
Colonel, AGC, Major General, U. 8S. Army, 
Adjutant General. Chief of Staff. 


DISTRIBUTION : C—Plus— 
4 cys DCOFS/Log, DA, Washington, D. C. 
2 cys HQ. USAF, Attn: AFMPE-PR, Washington, D. C. 
2 cys ONM, Attn: Admin Div., DN, Washington, D. C. 
2 cys Shipbuilding Rep., Annex B, American Embassy, Paris. 
2 cys AFSC, Norfolk, Va. 
10 eys Def Rep NAMA, USRO, APO 230 USAF. 
10 cys HQ US EUCOM, Attn: J—4 Procurement, APO 128, U. S. Army. 


Annex A—Directive Number 70-7 ECJD-P 


HEADQUARTERS, UNITED STATES EUROPEAN COMMAND 


APO 128, US Army 
5 November 1956 


ANNEX A TO DIRECTIVE 70-7 : “PROCUREMENT’”’ 
PURCHASE ASSIGNMENT 
Subsistence 


1. Purpose—This annex confirms single purchase responsibilities within the 
United States European Command for all items in Federal Supply Classification 
Group 89 (Subsistence). 

2. References.—a. Department of Army Supply Bulletin 708-401. 

b. AFM 67-1, subj: “Supply Manual.” 

ec. US Navy Bureau of Supply and Accounts Manual, Volume 1. 

d. Letter, ECJD-P 400.12, HQ US EUCOM, 28 Dec 1955, subj: “Purchase 
Assignment Europe—Subsistence.” 

3. Assignment.—Effective 1 March 1956, the Commander in Chief, United 
States Army Europe, was assigned Single Service purchase responsibilities 
within the United States European Command for all items listed in Federal 
Supply Classification Group 89 (Subsistence) by reference 2d. This assignment 
is hereby confirmed. 

4. Specific Instructions.—a. Subsequent revisions or reclassifications by the 
Department of Defense affecting this group are applicable under this assign- 
ment. 

b. Exceptions: 

(1) The geographic area of the United Kingdom is excluded from this 
assignment. 

(2) In case of emergency, when the exigencies of the situation will not 
permit the delay incident to single procurement through normal channels, 
purchases may be made without the prior authorization of the Procuring 
Department. When such emergency purchases are made, one copy of the 
contractual instrument, bearing or accompanied by a statement of the 
emergency, shall be transmitted promptly to the purchasing activity of the 
Procuring Department. 

(3) When, due to insufficient procurement lead time, geographical con- 
siderations, peculiarities of purchase, or other factors, the purchasing 
agency assigned procurement responsibility authorizes procurement by the 
requiring agency on a case-by-case basis. 

(4) Local procurement under monetary limitations prescribed by 
CINCUSAREUR, to the extent necessary for the most economic and efficient 
methods of operation of the assignment. 

ce. Copies of any permanent exceptions granted by the assigned purchasing 
agency implementing subparagraph 4b, above, will be forwarded to US CINCEUR. 

d. Activities located in areas exempted or geographically excluded by this 
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assignment will utilize the services of the assigned purchasing agency, when 


procuring any of the assigned items from sources located within continental 
Europe. 


For THE COMMANDER IN CHIEF: 


OFFICIAL: 
GABE W. Lewis, G. HonNEN 
Colonel, AGC, Major General, US Army, 
Adjutant General Chief of Staff. 


DISTRIBUTION: A. 
HEADQUARTERS, UNITED STATES EvRopEAN COMMAND 


APO 128, US Army 
30 November 1956 


ANNEX B To DIRECTIVE 70-7 : “PROCUREMENT” 
PURCHASE ASSIGNMENT 
Furniture 


1. Purpose.—This annex confirms single purchase responsibilities within the 
United States European Command for all items in Federal Supply Classification 
Group 71 (Furniture). 

2. References.—a. Department of Army Supply Bulletin 708—401. 

b. AFM67-1, subj: “Supply Manual.” 

c. US Navy Bureau of Supply and Accounts Manual, Volume 1. 

d. Letter, ECJD-P 400.12, HQ US EUCOM, 7 May 1956, subj: “Purchase 
Assignment Europe—Furniture”. 

3. Assignment.—Effective 1 August 1956, the Commander in Chief, United 
States Army Europe, was assigned Single Service purchase responsibilities 
within the United States European Command for all items listed in Federal 
Supply Classification Group 71 (Furniture) by reference 2d. This assignment 
is hereby confirmed. 

4. Specific Instructions—a. Subsequent revisions or reclassifications by the 
Department of Defense affecting this group are applicable under this assignment. 

b. Exceptions: 

(1) The geographic area of the United Kingdom is excluded from this 
assignment. 

(2) In case of emergency, when the exigencies of the situation will not 
permit the delay incident to single procurement through normal channels, 
purchases may be made without the prior authorization of the Procuring 
Department. When such emergency purchases are made, one copy of the 
contractual instrument, bearing or accompanied by a statement of the 
emergency, shall be transmitted promptly to the purchasing activity of the 
Procuring Department. 

(3) When, due to insufficient procurement lead time, geographical con- 
siderations, peculiarities of purchase, or other factors, the purchasing agency 
assigned procurement responsibility authorizes procurement by the requiring 
agency on a case-by-case basis. 

(4) When requirements per line item are not in excess of $1,000 (or 
foreign currency equivalent) and the total requirement is not in excess 
of $5,000. 

ce. Copies of any permanent exceptions granted by the assigned purchasing 
agency implementing subparagraph 4b, above, will be forwarded to US CINCEUR. 

d. Activities located in areas exempted or geographically excluded by this 
assignment will utilize the services of the assigned purchasing agency, when 
procuring any of the assigned items from sources located within continental 
Europe. 


For THE COMMANDERIN CHIEF: 


OFFICIAL: 
GABE W. LEwIs, G. HoNNEN 
Adjutant General Major General, US Army, 
Colonel, AGC, Chief of Staff. 


DISTRIBUTION : A 
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HEADQUARTERS, UNITED STATES EUROPEAN COMMAND 


APO 128, US Army 
30 November 1956 


ANNEX C TO DIRECTIVE 70-7 : “PROCUREMENT” 
PURCHASE ASSIGNMENT 


Motor Vehicles, Trailers and Cycles 


1. Purpose—tThis annex confirms single purchase responsibilities within the 
United States European Command for all items in Federal Supply Classification 
Group 23 (Motor Vehicles, Trailers and Cycles). 

2. References.—a. Department of Army Supply Bulletin 708-401. 

b. AFM 67-1, subj: “Supply Manual.” 

c. US Navy Bureau of Supply and Accounts Manual, Volume 1. 

d. Letter, ECJD-P 400.12, HQ US EUCOM, 17 May 1956, subj: “Purchase 
Assignment, Europe—Motor Vehicles, Trailers and Cycles.” 

3. Assignment.—Effective 1 September 1956, the Commander in Chief, United 
States Army Europe, was assigned Single Service purchase responsibilities with- 
in the United States European Command for all items listed in Federal Supply 
Classification Group 23 (Motor Vehicles, Trailers and Cycles) by reference 2d. 
This assignment is hereby confirmed. 

4. Specific Instructions.—a. Subsequent revisions or reclassifications by the 
Department of Defense affecting this group are applicable under this assignment, 

b. Exceptions: 

(1) The geographic area of the United Kingdom is excluded from this 
assignment. 

(2) In case of emergency, when the exigencies of the situation will not 
permit the delay incident to single procurement through normal channels, 
purchases may be made without the prior authorization of the Procuring 
Department. When such emergency purchases are made, one copy of the 
contractual instrument, bearing or accompanied by a statement of the emer- 
gency, shall be transmitted promptly to the purchasing activity of the Pro- 
curing Department. 

(3) When, due to insufficient procurement lead time, geographical con- 
siderations, peculiarities of purchase, or other factors, the purchasing 
agency assigned procurement responsibility authorizes procurement by the 
requiring agency on a case-by-case basis. 

(4) When requirements per line item are not in excess of $1,000 (or for- 
eign currency equivalent) and the total requirement is not in excess of $5,000. 

ce. Copies of any permanent exceptions granted by the assigned purchasing 
agency implementing subparagraph 4b, above, will be forwarded to US CINCEUR. 

d. Activities located in areas exempted or geographically excluded by this 
assignment will utilize the services of the assigned purchasing agency, when 


procuring any of the assigned items from sources located within continental 
Europe. 


For THE COMMANDER IN CHIEF: 


OFFICIAL : 
Gase W. Lewis, G. HonnEN 
Colonel, AGC, Major General, U. 8. Army, 
Adjutant General Chief of Staff. 


DISTRIBUTION: A 
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HEADQUARTERS, UNITED STATES HUROPEAN COMMAND 


APO 128, US Army 
30 November 1956 


ANNEX D to Drmecrive 70-7 : “PROCUREMENT” 
PURCHASE ASSIGNMENT 


Plumbing, Heating and Sanitation Equipment 


1. Purpose.—This annex confirms single purchase responsibilities within the 
United States European Command for all items in Federal Supply Classification 
Group 45 (Plumbing, Heating and Sanitation Equipment). 

2. References.—a. Department of Army Supply Bulletin 708—401. 

b. AFM 67-1, subj: “Supply Manual.” 

ce. US Navy Bureau of Supply and Accounts Manual, Volume 1. 

d. Letter, ECJD-P 400-12, HQ US EUCOM, 1 June 1956, subj: “Purchase As- 
signments EKurope-Group 45, 55 and 56.” 

3. Assignment.—Effective 1 October 1956 the Commander in Chief, United 
States Army Europe, was assigned Single Service purchase responsibilities 
within the United States European Command for all items listed in Federal 
Supply Classification Group 45 (Plumbing, Heating and Sanitation Equipment) 
by reference 2d. This assignment is hereby confirmed. 

4. Specific Instructions.—a. Subsequent revisions or reclassifications by the 
Department of Defense affecting this group are applicable under this assignment. 

b. Exceptions: 

(1) The geographic area of the United Kingdom is excluded from this 
assignment. 

(2) In case of emergency, when the exigencies of the situation will not 
permit the delay incident to single procurement through normal channels, 
purchases may be made without the prior authorization of the Procuring 
Department. When such emergency purchases are made, one copy of the 
contractual instrument, bearing or accompanied by a statement of the 
emergency, shall be transmitted promptly to the purchasing activity of the 
Procuring Department. 

(3) When, due to insufficient procurement lead time, geographical con- 
siderations, peculiarities of purchase, or other factors, the purchasing agency 
assigned procurement responsibility authorizes procurement by the requiring 
agency on a case-by-case basis. 

(4) When requirements per line item are not in excess of $1,000 (or 
foreign currency equivalent) and the total requirement is not in excess of 
$5,000. 

ec. Copies of any permanent exceptions granted by the assigned purchasing 
agency implementing subparagraph 4b, above, will be forwarded to US CINCEUR. 

d. Activities located in areas exempted or geographically excluded by this 
assignment will utilize the services of the assigned purchasing agency, when 
procuring any of the assigned items from sources located within continental 
Burope. 

For THE COMMANDER IN CHIEF: 


G. HONNEN, 
Major General, US Army 
OFFICIAL : Chief of Staff. 
GABE W. LEwIs, 
Colonel AGC 


Adjutant General. 
DISTRIBUTION: A. 
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HEADQUARTERS, UNITED States HuRoPEAN CoMMAND 


APO 128, US Army 
30 November 1956 


ANNEX E To DIRECTIVE 70-7: “PROCUREMENT” 
PURCHASE ASSIGNMENT 
Lumber, Millwork, Plywood and Veneer 


1. Purpose——This annex confirms single purchase responsibilities within the 
United States European Command for all items in Federal Supply Classification 
Group 55 (Lumber, Millwork, Plywood and Veneer). 

2. References.—a. Department of Army Supply Bulletin 708-401. 

b. AFM 67-1, subj: “Supply Manual.” 

c. US Navy Bureau of Supply and Accounts Manual, Volume 1. 

d. Letter, ECJD-P 400.12, HQ US EUCOM, 1 June 1956, subj: “Purchase 
Assignments Europe—Group 45, 55 and 56.” 

3. Assignment.—Effective 1 October 1956, the Commander in Chief, United 
States Army Europe, was assigned Single Service purchase responsibilities 

within the United States European Command for all items listed in Federal 

Supply Classification Group 55 (Lumber, Millwork, Plywood and Veneer) by 
reference 2d. This assignment is hereby confirmed. 

4. Specific Instructions.—a. Subsequent revisions or reclassifications by the 


Department of Defense affecting this group are applicable under this 
assignment. 


b. Exceptions: 

(1) The geographic area of the United Kingdom is excluded from this 
assignment. 

(2) In case of emergency, when the exigencies of the situation will not 
permit the delay incident to single procurement through normal channels, 
purchases may be made without the prior authorization of the Procuring 
Department. When such emergency purchases are made, one copy of the 
contractual instrument, bearing or accompanied by a statement of the 
emergency, shall be transmitted promptly to the purchasing activity of the 
Procuring Department. 

(3) When, due to insufficient procurement lead time, geographical con- 
siderations, peculiarities of purchase, or other factors, the purchasing agency 
assigned procurement responsibility authorizes procurement by the requiring 
agency on a case-by-case basis. 

(4) When requirements per line item are not in excess of $1,000 (or 
foreign currency equivalent) and the total requirement is not in excess of 
$5,000. 

ec. Copies of any permanent exceptions granted by the assigned purchasing 
agency implementing subparagraph 4b, above, will be forwarded to US 
CINCEUR. o 

d. Activities located in areas exempted or geographically excluded by this 
assignment will utilize the services of the assigned purchasing agency, when 
procuring any of the assigned items from sources located within continental 
Europe. 


For THE COMMANDER IN CHIEF: 


Gase W. Lewis, G. HonNEN 
Colonel, AGC, Major General, US Army, 
Adjutant General Chief of Staff. 


DISTRIBUTION: A. 
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HEADQUARTERS, UNITED STaTES EUROPEAN COMMAND 


APO 128, US Army 
80 November 1956 


ANNEX F To DIRECTIVE 70-7: “PROCUREMENT” 
PURCHASE ASSIGNMENT 


Construction and Building Materials 


1. Purpose—This annex confirms single purchase responsibilities within the 
United States European Command for all items in Federal Supply Classifica- 
tion Group 56 (Construction and Building Materials). 

2. References.—a. Department of Army Supply Bulletin 708-401. 

b. AF'M 67-1, subj: “Supply Manual.” 

ce. US Navy Bureau of Supply and Accounts Manual, Volume 1. 

d. Letter, ECJD-P 400.12, HQ US EUCOM, 1 June 1956, subj: “Purchase 
Assignments Europe-Group 45, 55 and 56. 

3. Assignment.—Effective 1 October 1956 the Commander in Chief, United 
States Army Europe, was assigned Single Service purchase responsibilities 
within the United States European Command for all items listed in Federal 
Supply Classification Group 56 (Construction and Building Materials) by refer- 
ence 2d. This assignment is hereby confirmed. 

4. Specific Instructions—a. Subsequent revisions or reclassifications by the 
Department of Defense affecting this group are applicable under this assignment. 

b. Exceptions: 

(1) The geographic area of the United Kingdom is excluded from this 
assignment. 

(2) In case of emergency, when the exigencies of the situation will not 
permit the delay incident to single procurement through normal channels, 
purchases may be made without the prior authorization of the Procuring 
Department. When such emergency purchases are made, one copy of the 
contractual instrument, bearing or accompanied by a statement of the 
emergency, shall be transmitted promptly to the purchasing activity of the 
Procuring Department. 

(3) When, due to insufficient procurement lead time, geographical con- 
siderations, peculiarities of purchase, or other factors, the purchasing 
agency assigned procurement responsibility authorizes procurement by the 
requiring agency on a case-by-case basis. 

(4) When requirements per line item are not in excess of $1,000 (or 
foreign currency equivalent) and the total requirement is not in excess 
of $5,000. 

ce. Copies of any permanent exceptions granted by the assigned purchasing 
agency implementing subparagraph 4b, above, will be forwarded to US 
CINCEUR. 

d. Activities located in areas exempted or geographically excluded by this 
assignment will utilize the services of the assigned purchasing agency, when 
procuring any of the assigned items from sources located within continental 
Europe. 





For THE COMMANDER IN OHIEF: 


OFFICIAL : 
GaBE W. LEwIs, G. HoNnNEN, 
Colonel AGC Major General, US Army 
Adjutant General. Chief of Staff. 


DISTRIBUTION: A. 
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